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MAB.GH, 1935 

SOME NOTES ON IDEAL OUTPUT 

I 

This article is an. exercise in a branch of the economics of 
•welfare. It is based on Professor Pigon’s -tireatment of the manner 
in which a redistribution of resources can raise the national 
dividend above the level attained under conditions of laissez- 
faire.'^ The earlier portion is devoted to the q^uestion of external 
economies and diseconomies, the latter portion to the question 
of imperfect competition. 

I shall follow Professor Pigou, in the Economics of Welfare, 
in assuming that factors of production are always kept fully 
employed. It is unnecessary to-day to point out that all forms 
of the “ diversion argument ” break down at a time when un- 
employment prevails.^ The precise meaning of full employment 
is less clear. That the existence of uncultivated land does not 
invalidate the methods and conclusions of the Economics of 
Welfare is sufficiently obvious. That the existence of unemployed 
labour upsets all these arguments is equally ob-vious. But in 
what way labour differs from land is not completely apparent. 
That, however, is a mat-faer for separate discussion. We shall 
throughout assume full employment, without inquiring further 
into the meaning of such an assumption. 

We shall assume, furthermore, that money can be employed 
as a measure of utility, the price of any commodity denoting its 
marginal utility to the consuming community and the price of 
any factor of production the marginal disutility involved to those 

^ Tho methods employed are those of Professor Pigou. Por the extensiozi 
of the subject-matter I have drawn, largely on the teachings of Mr. Shove (a 
small portion of which is to be found in his article on ‘‘ Varying Costs and Marginal 
ITot Products,** Pcoifl^OMio JoxraNAL, June 1928, pp. 258 ff., though the further 
elaboration of the matter, deferred for “ another occasion ’* p. 265), has 

never yet been published), and on Mrs. Robinson’s chapter on ‘‘ A World of 
Monopolies ” {JBconomica of iTnperfect CompQtition^ Chap. 27), while I have also 
taken much from Mrs. Robinson’s reply to Mr. Fraser, Mevi&ut} of JBcoTionhic Studies, 
February 1934, pp. 137 ff. 

^ Cy. A. C. Pigou, in a letter to iJOhe Times, June 6, 1930. 
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who supply its service. In other words, our discussion will be 
conducted as though income were equally distributed. In fact 
income is not equally distributed, and the marginal utility of 
money is different to different individuals. The considerations 
to which this inequality gives rise, and the types of interference 
which it Justifies, belong to a separate compartment of the 
economics of welfare. With that compartment we shall not be 
concerned in this discussion, which is to be conducted as though 
all individuals were alike and the marginal utility of money were 
the same to everybody — or, to be more precise and less stringent, 
to the average ^ consumer of every commodity. It is only, I 
think, in this sense that it is possible to appreciate Professor 
Pigou’s distinction between the size of the national dividend and 
its distribution . There is no such thing as a ‘physical dividend 
which we can talk of maximising. Any method of weighting the 
various constituents of the national dividend must have recourse 
to money as a measure of price, and by implication of utility. 
What is meant by maximising the size of the national dividend 
without reference to its distribution is maximising the satisfaction 
which would he obtained if “ differences in the marginal utility'- 
of money to different people ” ® did not exist. ^ 

Even on that understanding, an increase in the size of the 
national dividend is not necessarily tantamount to an increase in 
economic welfare. As Professor Pigou points out, if “ tho whole 

^ This is no crude mathematical average. It must pay regard to tho economic 
importance of commodities as well as to the physical amounts consiiTnocl- 

® JStConomics of Welfare, p. 123- Unless othorwiso stated, roivrvnocs to tho 
JEconomica of Welfare aro to tho fourth edition (11)32). 

® Ibid., p. 802. 

^ Many will share Mr. Uobb’s suspicion ‘‘ that to strive afioi* such a maxitiuim 
is very like looking in a dark x'oom for a black liat tliat may bo ont ircly >jcct ivc, 
after all” (Eco^stomio JounwAn, Uocombor 1933, p. 694; soo alsc^, in particular, 
ibid., p. 691). Mr. Lerner is, of course, mistaken in supposing that thoro vtitx 
be no doubt about tho objective nature of tho maximum ” (Jicriew of IJconomio 
Studies, October 1934, p. 57). ‘‘If tho marginal productivity,” ho uayn, “ uf 
different factors do not boar to each other tho same ratio in tho production of 
different commodities, it will be possible, by ro-shullling tho factors to produce 
more of some or all of the commodities produced, without producing loss of any- 
thing or applying more resources or onergy to production.” That is porft'ctly 
true, and important. 3But tho ratio of tho marginal productivities of itudors is 
by no means the sol© consideration. “ Too little ’’ of a commodity may ho pro- 
duced with the aid of “ too little ” of all tho factors, combined in Bu<;h proportii>nB 
that the ratios of their marginal productivities aro tho same as in othisr iihch. 
Mr. Lernor’s “ objective ” standard then breaks down compk^toly. In mure 
ordinary cases it is capable of a strictly lixuitod application, while only in oxtrtnnely 
peculiar cases, where tho “ fault ” lies entirely with tho proi)ortioriB of tho fuciurs 
and not at all wdth thoir aggregate amount, is tho “ 8ubju<’iivo ” olcnuimt t'liiiroly 
absent. 
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conrnatmity was compelled by law to work for eighteen hours a 
day,” the national dividend might be increased, but “it is 
practically certain that the satisfaction yielded by the extra 
product would be enormously less than the dissatisfaction caused 
by the extra labour.” ^ Tor the most part Professor Pigou 
confines himself to the assumption that “ a given quantity of 
productive resources is being employed,” ® and is thus able, as 
Mr. Praser has pointed out,® to avoid all difficulty. It will be 
simplest for the moment to retain Professor Pigou’s assumption — 
that the supply to society of all factors of production is perfectly 
inelastic in terms of natural units ^ — ^but it will be dispensed with 
at a later stage.® 

To define marginal private product and marginal social 
product of any factor A in a particular occupation, we imagine 
the total amount in existence of factor A to be increased by one 
unit and that additional unit to be employed by one particular 
firm, X, engaged in this occupation. The total amounts in 
existence in the form of natural units of all factors other than A 
are imagined to remain constant and the total of payments made 
by firm X to all factors other than A is imagined to remain 
constant. The increase in the value of firm X’s output, which 
results from increasing its employment of factor A by one unit, 
is called the Tnarginal private productivity of factor A to firm X. 
The increase in the amount of firm X’s output is called the 
marginal private physical product. The total increase in the 
community’s output (including the increase in firm X’s output) 
is called the marginal social physical product. In general the 
marginal social (physical) ® product is not capable of quantitative 
measurement. It is a hotch-potch, consisting of “ the total . . . 
product of physical things or objective services due to the mar- 
ginal increment of resources in any given use or place, no matter 
to whom any part of this product may accrue.” But the value 
of this hotch-potch is a definite thing ; each constituent is valued 
at its market price, and so we get the value of the marginal social 
product. Utility being measured in terms of money, price is 

^ Economics of Welfare^ p. 85. ® Ibid., p. 136- 

® Review of JBconomic Studies, October 1933, p. 60- 

* Thus we assume the existence of a fixed number of men with very strong 
lungs, but not a fixed number either of glass-blowers or of trombone-players. 

® See p. 19 and p. 35 below- 

® In what follows the word product ” will be taken to mean ** physical pro- 
duct ” as opposed to productivity,” which is the value of product.” 

^ Rconomics of Welfare, p. 134. 

B 2 
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equal to marginal utility, and so the value of the marginal social 
product is equal to the addition to total satisfaction which results 
from increasing the total quantity of factor A by one unit and 
applying that unit to firm X. “ Whenever, therefore, the value 
of the marginal social . . product of [a factor] is less in any 
one use than it is in any other, the money measure of satisfaction 
in the aggregate can be increased by transferring [the factor] 
from the use where the value of the marginal social product is 
smaller to the use where it is larger.” ^ The amount of a factor 
in any use will be ideal when the value of the marginal social 
product of each marginal unit (unit situated on the margin of 
transfer) is the same in that use as in the alternative occuj:>ation.® 
If the increase in the output of firm X has no effect on the 
efiExcienoy of any given combination of factors outside firm X, 
the marginal social product is identical with the marginal private 
product.^ If the increase in output has a favourable effect on 
efS-ciency elsewhere, production is attended by external economies. 
The marginal social product then comprises, in addition to the 
marginal private product, increments of output produced by 
firms other than X ; and the value of the marginal social ])rodm!t 
exceeds the value of the marginal private product. In the 
converse case, where production is attended by external dis- 
economies, the value of the marginal social product falls short of 
the value of the marginal private product. 

^ Se© W. Hi. Valk, Principles of Wagesy p. 33, reforrod to by D, H. Robertson, 
JSJconomic Fragments^ p. 47, note. 

2 FJconomics of WelfarCy p. 136. 

® It is assnmod, with somo dogroo of reason, that in such a sit uniion an infra- 
marginal unit will have a greater marginal social product in the gi\’on t)cru]>£itit^n 
than in any other. 

^ This statement is neither entirely obvious nor entirely accural o. In defining 
the marginal products wo have had, for an obvious reason, to postululo that 
the total of payments made by firm X to all factors other than A is to x’iunuin 
constant, not that the amount of each factor other than A oinployutl by linn X 
is to remain constant {cf* D. H. Robertson, loc» cit.y and doan Robinson, 
op. cii., p. 237). In general, there will bo a diversion of somo of these bu-tors 
away from firm X to other fii’ins, and of oilier of those factors to iii'ui X from ot ht*r 
firms. The marginal social product is thorofm’o not idoutical with the inurginai 
private product. But under conditions of perfect cuinpotition, the price of eat^h 
factor is equal to the value of its marginal pzdvato x^roduct in txsi» froxn or to 
which it would bo diverted. Since the total cost to lirm X of all fatd ors ot her t bun 
A remains constant, the values of the increments and doeroinontH of lhi> outptdH 
of all other firms, brought about as a result of this diversion, must add tip 
algebraically to zero. It follows that if perfect compotitiuu x^rovaiLs tn*er>'wht*ro, 
the value of the marginal social product is equal to tho value of tlu^ marginal 
private product. That is all that is roquirotl to validate tho argument oft ho . 
If competition is not perfect, the proposition is not necessarily true, liut the 
discrepancy, which there is no reason for sux>posing to bo largo, %vili not lie con- 
sistently in one direction or tho other, and will tboroforo bo disrogax*ded. 
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Tlie nature of tlie allocation of tlie external economies (or 
diseconomies) over the field of industry in not germane to our 
present purpose — ^their aggregate amount is ail that matters. 
In one case an increase in a firm’s output may lead to considerable 
economies to the firm s in the same industry ; in another case the 
degree of economy may be much smaller, but it may be spread 
over a far wider field — over a group of industries, over a particular 
locality, or over all industries. If the aggregate of the induced 
economies is eq^ual in the two cases, the divergence between 
the values of the marginal private and social products is the same. 
The convenience of this method of defining external economies 
and diseconomies is sufficiently obvious. If the terms were 
restricted to the economies and diseconomies accruing to other 
firms in the same industry, we should be in danger of overlooking 
the effects, which must often be more considerable, produced in 
other industries. Moreover, our definition would depend on 
our definition of an industry, a matter which must always be 
somewhat arbitrarily determined, except perhaps in the case of 
perfect competition (though even there the question is compH- 
cated by the existence of joint products and subsidiary firms). It 
is not with any particular industry that we are at the moment 
concerned. Our attention is concentrated on the particular firm, 
and the repercussions of its behaviour on industry as a whole. 

II 

We begin by assuming that conditions of perfect competition 
prevail everywhere. Then the price of any unit of a factor is 
equal to the value of its marginal private product. Each unit 
of every factor will find its way into that industry where the value 
of its marginal private product is greatest. Every marginal unit 
has equal values of marginal private product in the two industries 
separated by the margin. We have seen that output is ideal when 
the margin is so situated that the values of marginal social pro- 
duct are equal. It follows that the ideal output of any industry 
is that which causes the values of the marginal social products 
of the marginal units of each factor to have the same ratios to 
the values of their marginal private products as they would in 
the industries from which they have to be drawn. If, for each 
factor taken in turn, every firm in every industry is responsible 
for the same aggregate amount of external economy or diseconomy 
— so that the ratio of the value of the marginal social product of 
each factor to the value of its marginal private product is every- 
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where the ^ame — ^the output of every industry is ideal. In general 
we should want to contract those industries where a given increase 
of output on the part of a single firm gives rise to an aggregate of 
external economies which falls short in amount of that provided 
in the industries with which they compete for the use of their 
factors of production; while we should want to expand those 
industries which provide more economies than the industries 
from which they take their factors. On the assumption that 
every industry competes for its factors with a group of industries 
which is uncorrelated with it in nature and large in extent, so 
that it can be regarded as a random sample of industry as a whole, 
it is desirable to divert factors of production from those industries 
which are associated with less than the average amount of ex- 
ternal economy (per unit increase of employment) to those which 
are associated with more than the average. This assumption 
must frequently be very wide of the facts, ^ but it is a convenient 
one to make in the interests of simplified exposition. We shall 
retain it on the understanding that any statement which is made 
with its aid can be retranslated, by an obvious modification, 
into the more complicated version that we should have arrived 
at if the assumption had not been adopted. Then “ the national 
dividend would, obviously, be increased by transferring resources 
from industries where . . . net external economies are small or 
negative to those where . . . net external economies [arc] 
large.” ® We may arrange all industries in descending order of 
magnitude in respect to the external economies associated with 
them (diseconomies being regarded as negative economies). At 
a certain point, represented by the “ average ” industry, a lino 
may be drawn. Then all industries above the lino have to o.x])antl 
to reach their ideal outputs and all those below the line have to 
contract, the extent of the socially desirable ex3)ansion or contrac^- 
tion varying directly with the distance from the lino. The 
direction and extent of an industry’s deviation from the norm in 
respect to external economies and diseconomies determine the 
direction and extent to which it is socially desirable to alter its 
output.3 It is not the nature of industries in any absolute sense, 

^ Especially if our “ industry ” is merely a subdivision of what Ls nonnally 
called an industry — ^for instance, the spinning of one particular ctitmt of «‘otton 
yam. In such cases the assumption will load to particuloiiy al>sur<i conclu-siuns. 

G. E. Shove, Zoc. ott,, p. 26G. Soo also E- H. IS^night, “ Somo I*'<ilIju"it*H in 
the Interpretation of Social Cost,” Q-uartcrli/ Joxirnal oj J’JcoftmnirM, AugtjKt 11)24, 
p. 592, and Joan Kobinson, Moview of JSconomic Studieji, Eobruai-y 1924, p. 140. 

® The extent, but not the direction, of comso depends also on tho siiapOH of 
its demand and supply curves, which dotormine how rapidly a change in output 
will react on the price of the product, and so on the values of tho iiuirginnl i>rt>duft s. 
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but tbeir idiosyncrasies, whiob provide a case for interference. 
If all industries were alike, interference could do no good. In the 
words of Professor Pigou, if in all industries the values of mar- 
ginal social and marginal private net product differed to exactly the 
same extent, the optimum distribution of resources would always 
be attained, and there would be, on these lines, no case for fiscal 
interference.” ^ 

Put if external economies, while universal, are milder in some 
industries than in others, then it would “ be possible — at all events 
in theory — ^to increase the national dividend by shifting resources 
from ” one group of industries to the other. ^ So long as attention 
is concentrated on this paragraph from the Economics of Welfare, 
there is no difference in the conclusions suggested in this article 
from those of Professor Pigou. It is, however, quite clear that 
there is a complete lack of harmony between this particular 
paragraph, which first made its appearance in the third (1929) 
edition,® and the rest of Professor Pigou’s treatment, which results 
in the conclusion that “ if in any industry the value of the mar- 
ginal social net product of investment is greater than the value of 
the marginal private net product, this implies that the output 
obtained is less than the ideal output : if the value of the marginal 
social net product is less than the value of the marginal private 
net product, this implies that the output obtained is greater 
than the ideal output.” ^ In other words, Professor Pigou might 
be interpreted to be saying, all those industries in which there 
are any positive external economies — ^no matter how small their 
amount — ^it is socially desirable to expand, and it is only those 
industries in which there are actual external diseconomies — ^not 
merely an amount of economies which is inferior to the average — 
that it is socially desirable to contract. The source of the dis- 
harmony is easily revealed, and indeed is elucidated by Professor 
Pigou himself in the course of this same paragraph which is 


Mr. Fraser is clearly wrong in suggesting tliat Professor Pigou^s analysis “ contains 
no suggestion that the conditions of demand boar on the point at issue {Itevienv 
of JSdConomio Studies^ October 1933, p. 50, note; cf. Economics of Welfare^ pp. 803, 
804). As an example of the influence of the conditions of supply, it may 
be noted that while the fact of scarcity ” of factors of production — the fact that 
the factors of production are not all of them in perfectly elastic supply to the 
industry — has nothing whatever to do with the question of 'whether it is socially 
desirable to alter the industry’s output, it does affect the amount of the alteration, 
if any, which it is socially most desirable to bring about. 

^ Economics of Welfare^ p. 225. ^ Ibid, 

® P. 226. *■ Economics of Welfare^ p. 224. 
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responsible for the disharmony. It has, he explains, been 
“ tacitly assumed that in the main body of industries [the values 
of the marginal social product and of the marginal private product] 
are equal, and, therefore, that there is scope for increasing the 
national dividend by shifting resources between . . . this body 
of industries ” and a particular industry in which “ the value of 
the marginal social net product . . . differs from the value of the 
marginal private net product.” ^ It is assumed, in other words, 
that external economies and diseconomies are rare phenomena ; 
that in most industries they do not occur, so that it is only with 
a few exceptional cases that we have to deal. If external 
economies and diseconomies are sufficiently rare, their average 
amount is approximately zero.® It follows that if external 
economies are anywhere appreciable, they must necessarily 
exceed the average, while they will only fall short of the average 
in the shape of actual external diseconomies. Once this assumption 
is granted, there ceases to be any conflict between my version 
of Professor Pigou’s conclusions and his own. 

The assumption will be found to run through most of the 
Economics of Welfare. It is only if marginal private product and 
marginal social product are identical in all except a few exceptional 
cases that it is clear that self-interest, which “ will tend to bring 
about equality in the values of the marginal private not }>roducts 
of resources invested in different ways, . . . will not tend to 
bring about equality in the values of the marginal social net 
products except where marginal private net products and mar- 
ginal social net product are identical.” ® 

^ JSconomics of Welfare, p. 226. 

® It would also bo zero if external oconomios and disocoDoniic's, takoii over tho 
whole field of industry, happened on tho average to balance. Jlut dourly this 
would be an absurd assumption, whereas tho assumption in tho text rtjpn'sonts a 
highly reasonable approximation. 

3 Economics of Welfare, p. 172. Cf. ibid., x>- 2.60. Tho point is brought out 
yet more clearly in tho following passage from tho second edition (1U24) (p. 152), 
which appears in substantially tho same form in tho first o«lition {15t2d) (p. 150) 
and in Weedih and Welfare (1912) (p. 149) : — “ Tho value of tho luar^iiuil socriai 
net product, ii} any selected industry, will oxcood or fall nliort of the valuo of th 4 > 
xnarguml social net product yielded in tho generality of m<luBtrioH, by tho tiinouut 
by which it exceeds or falls short of the value of tho marginal private not prcuitiet 
in the selected industry,’* Of. also the following statement in Appendix III of 
the first edition (p, 937) : — “ On the average of * industries in general/ wo may 
presxxtne that the earnings per unit of productive resources tend to tH|uuUty with 
the value of the net product of their marginal increment.” 

In the chapter on Increasing and Decreasing Supply Pritre,” tho assumption 
is expressed, in a rather implicit form, by the device of an urchi^typal iiuinsiry.” 
We are told to ‘"imagine that there exists an archetypal induBiry, in which tho 
values of the marginal private net product and of tho max’ginal social not px-oduct 
of investment are both equal to one another and also stand at a sort of ceniritl 



1935 ] 


SOME KOTBS ON rDBAL OITTPUT 


9 


Qtiite apart from the fact that it is not based on any special 
assumption as to the rarity of external economies and diseconomies, 
the method suggested in this article has the further advantage 
that it does not entail any appeal to the somewhat perplexing 
distinction between increasing (constant, or decreasing) supply 
price from, the standpoint of the industry (or simpliciter) and in- 
creasing (constant, or decreasing) supply price from the standpoint 
of the community?- It may be convenient at this point to sum- 
marise the various reasons ^ why there is an absence of anything 
but a mild degree of correlation between the fact that an industry 
is producing under conditions of falling supply price and the 
existence of a case for subsidising its output (and between the 


level representative of industries in general ” (p, 213). This must be taken to 
mean that i7^ industries in general the values of the marginal private and social 
products are equals divergences being rare phenomena, though it is stated in a 
footnote that ‘‘ it is not necessary to suppose that this central value is actually 
attained in any industry ; it is rather to be conceived as the level which would be 
attained under conditions of simple competition in an industry of constant supply 
price.’* It would, it might be suggested, be better to say that it is the level which 
is in fact assumed to be attained in most industries under the conditions which 
actually happen to prevail in the world as we know it. In earlier editions the 
footnote is concluded with the following words : — or as the average of the levels 
which would be attained in all industries tmder these conditions, if their departures 
from constant supply price in both directions balanced each other ” {third edition, 
p. 215; with slight modifications in second edition, p. 102, and first edition, 
p. 189). This phrase woxold have to be interpreted to moan that, taking the 
average of industries as a whole, external economies and disoconomios just about 
balance ; of, my last footnote, and P. Sraffa, Economio JoujaNAn, December 1926, 
p. 641, note* 

^ JEJconomics of Welfare^ pp. 217, 218. Put this article can claim the sanction 
of tradition, for in this respect it marks a return to the method employed in the 
first and second editions of the Economics of Welfare, whore, apart from the 
treatment in Appendix III of the first edition (pp. 931 ff-), the whole question is 
discussed without any mention of the concept of supply price, which had, however, 
formed the basis of the pioneer treatment in Wealth and Welfare (pp. 173 ff. : the 
distinction between private supply price and social supply price, there drawn on 
p. 172, must not be confused with the distinction drawn in the later editions 
of the JEJconomics of Welfare between the standpoint of the indtistry and the 
standpoint of the community), and had led to Allyn Young’s remax'k {Q^iarterly 
Journal of JEJconomics, August 1913, p. 684; quoted by Professor Robbins, 
Economic JounisrAiii, March 1934, p. 11) that ** the problem as a whole, it seems 
to me, is one to which the general theory of the diminishing pi'oductivity of 
individual factors is appropriate, rather than the curve of marginal supply 
prices.” 

Furthermore, this article follows an oarlior tradition in being froo of all roforonce 
to the concept of transfer elements {JEJconomics of Welfare, p. 2 IS), which had to 
be introduced into tho second and all later editions as a result of Allyn Young’s 
criticisms {loc. cit., p, 683 ; see also first edition of JEJconomics of Welfare, j)p. 934, 
935, and second edition, p. 194), 

^ Two further reasons must bo doforrod until later; p. 14, note, and p. 15, 
note. 
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slope of its supply curve ^ and the amount of the optimum sub- 
sidy, if any).® 

(a) The fall in the supply curve may not be due to economies ® 
(or not entirely). The supply curve of the product may fall if 
a factor of production is supplied under conditions of falling * 
supply price (Mrs. Robinson’s “ rare type ” of increasing re- 
turns.) ® But this is very unlikely to happen. 

(b) The existence of economies may fail to be revealed (or to 
be fully revealed) in a falling supply curve owing to the existence 
of “ scarce ” factors, which are supplied to the industry under 
conditions of rising supply price.® 

(c) The economies may largely accrue to other industries rather 
than (or as w'eU as) to the industry under review.'^ It is only 
that part of the external economies which are enjoyed by the one 
particular industry that is reflected in its supply curve. 

(d) The economies may be less in magnitude than those which 

^ Tlie slope of the demand curve is, of course, also a factot'; qf, above p. 6, 
note. 

® It is easy to demonstrate the applicability of the same qiialificationH to tho 
line of attack, initiated by Marshall (JPrinciples^ pp. 467 ff.) and eorroctod and 
elaborated by Mr. Fraser (loc. cit,, pp. 45 ff.), which is based on the uso of tho 
concept of consumers’ surplus. 

® ^External economies, since internal economics aro not possible when com- 
petition is perfect. But it will bo seen later that the availability of internal 
economies tinder conditions of imperfect competition provides a similar caso for 
a subsidy. 

* Forward-falling,” of course, not backward-rising ” ; soo JRctnew of 
JEJconomic ^Studies, October 1933, pp- 51 and 75, and February 1934, p. 3 38. 
I should like to thank Mr. Fraser (and also Mr. Kaldor, ihid.^ p. 131, m>to) feu' tho 
term “ foiward-falling,” which ho correctly substitiitos p. 142) for iny 

meaningless “ downward-falling,” though I am sorry that niy notc» not 

help ” him {ibid,) to decide definitely against his suspicion {Itcvicn? of Economic 
Studies^ October 1933, p- 51) that “ when people will do more work tho lower tho 
wage rate . . . then a rise in tho demand for resources will x)reBuniabiy 
associated with a fall in their unit price.” 

Professor Vinor points out Cost Curves and Supply Curves,” ZeiLnehrift 
fiir NationaloIconomiCf Vol. Ill, ISTo. 1, p. 30) that costs will falling in a. more 
orthodox manner “ if laborers should have a profex'cnco, rational or irrational, 
for working in an important rather than in a minor industry, and shc^idd t hertdViro 
bo willing to accept lower wages as tho industry expands.” 

® JSJconomics of Imperfect Competitiort^ p. 348. 

^ This was pointed out by Mr. Shovo, loc, cit. Professor Pigou had vojno 
very close to recognising the point, but his scarce ” factor wtx« specilu^ally 
confined to being a raw material {Economics of Welfare^ second edition, pp, 195, 
196). 

’ Cf. Marshall : — Tho economies of production on a largo bcuId can soldoin 
he allocated exactly to any one industry ; they are in groat measure attacliod tti 
groups, often large groups, of correlated industries ” {Indusiri/ a7id Trade^ p. 188 ; 
quoted by Mr. Srafifa, loc, cit,^ p. 540); and F- 3BE. Knight: — “Tho practical 
objective is to maximize tho product of given resources and not to minimize the 
expenditure of resources in producing a given product ” {loo. cit,, p. 587). 
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prevail on the average in industry as a whole, so that the industry 
under review is producing more, and not less, than its ideal 
output. Even if qualifications {a), (b) and (c) did not operate, 
a falling supply curve would provide a case for a subsidy only if 
the phenomenon of falling supply price was confined to a small 
number of industries. If it was a widespread phenomenon, it 
would be those industries with supply curves falling more rapidly 
than the average which should be expanded (to an extent varying 
directly with the deviation of the elasticity of the supply curve 
from the norm), while the others should be contracted. 

(e) If economies are the exception, and not the rule, so that 
it is the outputs of only a small number of industries which have 
to be interfered with in order to bring them up to the ideal level, 
a scheme of bounties obviously offers the simplest method of 
bringing about the required diversion of resources, the funds 
for the bounty being raised by taxing all the other industries, 
in which there are no economies (and by taxing more heavily 
those industries, if any, in which there are diseconomies). But if 
economies are prevalent in a large number of industries, though 
in varying degrees, we cannot be certain that a complete scheme 
of subsidies and bounties, the one paying for the other, designed to 
bring the output of every industry to its socially desirable level, 
will involve subsidising (as opposed to taxing) every industry of 
which the output is to bo expanded.^ A particular industry’s 
output onay expand simply as a result of the imposition of taxes 
on a large number of other industries, in spite of the fact that yet 
other industries are at the same time being subsidised ; and if 
this expansion would carry the industry’s output beyond the ideal 
point, it is a tax and not a subsidy which is called for. 

So far we have been assuming the universal prevalence of 
conditions of perfect competition. In doing so, we have been 
running a serious risk of pouring away the baby with the bath 
water. For external economies must usually take their ultimate 
origin in the internal economies of some subsidiary industry.® 
These will only exist if the subsidiary industry is producing under 
conditions of imperfect competition — ^if, for instance, it consists 
of a single firm or if a single subsidiary firm is just on the point 
of crystallising out as a result of the “disintegration” of processes.® 

^ This uncertainty will prevail even if there is no correlation between the 
elasticity of demand for a commodity and the amount of external economies 
afforded by its production ; fortiori if such a correlation does exist* 

a See E. A. G*. Xlobinson, StrucVuro of Competitive Industry^ p* 138. 

3 Ibid.y p. 111. 
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We must therefore abate our assumption of perfect competition 
sufficiently to permit of the utilisation of indivisible or “ lumpy ” 
units at below their optimum capacity. Marginal social product 
still exceeds marginal private product, and this divergence may 
still be expressed by the term external economy, in spite of the 
fact that the external economy can be ascribed to the internal 
economy of some subsidiary firm.^ 

Having now admitted a certain element of imperfect compe- 
tition into our imaginary system, we should logically be obliged to 
defer further treatment of this portion of our subject until we had 
dealt with imperfect competition in the later stages of this article. 
But the principle which we require is sufficiently obvious and well 
known to be stated wdthout proof. In a world in which perfect 
competition is the general rule, any element of monopoly w'ill 
reduce the application of resources over the field to which it 
applies below the socially desirable amount.® What that means 
is that our subsidiary firms, which are producing under conditions 
of falling cost,® will, apart from interference, produce less than 
their ideal outputs. This, in fact, is the basis for a suggestion of 
Mrs. Bobinson’s.^ The complicated system of taxes and bounties 
outlined above would have the effect — ^that, indeed, would be its 
modus operandi — of bringing the output of each subsidiary firm 
to its socially desirable level. In so far, for example, as railway 
transport is a source of external economy, the industries which 
make most use of railway transport would be expanded, while 
the others would be contracted, until the use of railway lines had 
increased to the point where freight rates were no greater than the 
marginal cost of transj>ort.® “But it would bo simpler,” says 
Mrs. Robinson, “ to give the subsidy direct to the railway so 
that the [price charged for transport] was made equal to its 
marginal cost to the railway.” By this simple dovicro the ideal 
distribution of resources can be attained with very little ti-onhle.** 

^ The ersternal economy takes the form of a vertical rodistributii>n of faefttrs, 
from ** lower ” to higher ’’ stages of prodnetion, in such a way an to unin*ovo 
their efftciency. 

^ See p. 22 below, ^ But seo below, p. 14. 

^ Review of Economic Studies, February 1934^ p. 140. 

® On the assumption that all factors of production arc in porfoetly elnHt io 
supply to the railway, for it is only then that marginal cost to society ” is 
to marginal cost to the railway. Any element of monopsony raises tht> railway's 
marginal cost above ** marginal cost to society.’* In what follows monopsony is 
neglected. 

® The money for the subsidies, if not raised by ordinary taxatioii, couUl ho 
obtained by a small uniform tax on industry as a whole. t>oiuo mal**divex%sion 
of resoxirces would result from such a uniform tax, but it would be too sxnuH to 
b© serious . 
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Those industries which make more use than the average industry 
of railways and other sources of external economies will be auto- 
matically expanded as a result of the cheapening of the products 
of these subsidiary industries, while the other industries will be 
automatically contracted, output being carried in each case to 
the ideal point. Dr. Clapham*s economic boxes ^ need no longer 
remain empty. To assess the extent of external economies 
present in every industry, to compare this with the average, to 
decide in the light of this knowledge, and of some estimate of 
the elasticities of supply and demand, what rate of tax or of bounty 
is called for — all that may prove an impossible task ; and Professor 
Pigou’s brickmaking machinery ® might lie eternally idle for want 
of the right kind of straw. Put the straw req[uired for the new 
kind of brick is obtainable with less difficulty ; and so the machinery 
may one day prove useful. It is easy to recognise indivisible 
units which are being worked below their optimum capacity : 
railways and public utilities provide obvious, and very important, 
examples. In such cases any subsidy will do good, provided that 
it is not too large ; and it is not very difficult to make a rough 
estimate of the subsidy required to equate marginal cost and 
price. The fact that monopoly depresses output below its ideal 
quantity is well known. The fact that it is desirable to interfere 
with monopolies, so as to induce them to produce more, is also 
well known. The whole problem thus resolves itself into an 
exercise in the control of public utilities. Dr. Clap ham’s economic 
boxes were full all the time, but the economists were looking on 
the wrong shelf. 

One error in Mrs. Pobinson’s treatment should be pointed 
out. She takes as an example of a subsidiary industry providing 
external economies “ a railway system which is working at falling 
average cost and which is limited to charging prices which just 
cover its costs.” The phrase that I have put into italics seems to me 
to be unnecessary. The only condition is that the price charged 
by the railway exceeds its marginal cost. What Mrs. Robinson 
clearly has in mind is that an increase in the demand for the 
railway’s services might lead to a rise in the price of transport even 
though it led to a fall in the railway’s average cost. That is 
obviously a very definite possibility. The economies which are 
brought about by an expansion in the main industry’s output 
may fail to reveal themselves in a fall in -the price of the product 
of the subsidiary industry, since ecc hypothesi the subsidiary in- 
dustry is not of the kind in which price is always kept down to 
^ Economic Jouhnai., September 1922. ® Bconomics of Welfare^ p. 228. 
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average cost by the entry of new fiirms ; but the economies are 
nevertheless present, so long as marginal cost falls short of mar- 
ginal utility, as measured by price. ^ The subsidiary jfirm may 
indeed be working at rising average cost and it will still give rise 
to external economies if it is free to maximise its profits, for the 
price charged will still exceed marginal cost. It is only if it 
refrains, or is prevented, from earning the maximum profit, that 
its price can be less than its marginal cost. But if its price is less 
than its marginal cost it is the cause of external diseconomies. 
Thus if the price charged by a railway or public utility is fixed 
by law at its average cost, external economies will be provided 
in the ordinary way so long as it is working at falling average 
cost, but if its output becomes so large that it is working at rising 
average cost it now becomes responsible for external diseconomies. 
We thus have a new kind of external diseconomy ^ to set beside 
the absentee landlords ^ and the raw materials which rise in price 
as more are imported,^ and so somewhat to alleviate the rarity of 
Mrs. Robinson’s “ rare type ” of diminishing returns.® It take 
its origin in “ lumpiness,” just like the ordinary type of external 
economy. For it is “ lumpiness ” which causes a firm’s average 
cost to rise and it is “ lumpiness ” which prevents new competitors 
from entering the subsidiary industry and converting it into air 
industry of optimum firms, each producing at constant average 
cost. Just as ordinary external economies are best exploited liy 
subsidising the indivisible units from which they take their origin, 
so this particular type of diseconomy calls for a tax on such 
subsidiary firms as are producing at a jrrice which falls shoi't of 
marginal cost. 

It seemed to appear, at an earlier stage of this discussion, that 
in a system which consisted of identical industries no <livoi’sion 
of resources could do anything but harm. External ecjononiics 
might be available, but they would bo present everywhere to 
an equal degree, and there would be no deviation fi’oiu tlio norm 

^ This provides another reason why tho caso for a bounty may fail to bo 
pressed in the slope of an industry’s supply curve. A subsidiary intiustry may 
supply its product to the main industry under conditions of risin^j supi^ly prictJ 
even though it is associated with external economios. 

^ But not of sufficient importance to induce anybody to difTor seriously from 
Mr. Biobertson, who, as Edgeworth puts it, in his graceful manner that 

any such phenomenon exists ” (“ The Revised Doctrine of Marginal Htxuul 
Product,” Ecoijtomio JouaiMAn, March 1925, p. 34). 

® Edgeworth, ibid.^ p. 35. 

^ Bconomics of Welfare, p. 221. 

® Economica of Imperfect Competition, pp. 347, 348. 



1935 ] 


SOME NOTES ON IDEAL OXJTPDT 


15 


such, as would provide a case for diversion. That conclusion 
must now he revised. If the economies take their origin in sub- 
sidiary industries, the case for expanding these subsidiary in- 
dustries still holds good. No horizontal diversion of resources 
is called for, but it is in the social interest to divert resources in 
a vertical direction from the “ lower ” to the “ higher ” stages of 
production. Increased e£S.ciency is obtainable by an alteration 
of the techniqLne of production. 

A similar point is illustrated by the case of smoke. If one 
industry emits an exceptional amount of smoke is is socially 
desirable to divert resources from that industry to other industries.^ 
If all industries are equally smoky, no diversion as between in- 
dustries is called for.® But it would be absurd to suppose that no 
kind of interference could in such a case increase the national 
dividend. Legal restrictions on the emission of smoke, and the 
encouragement of methods of preventing smoke,® would still 
have an important part to play. The fact is that our attention 
has so far been confined to the ideal quantity of an industry’s 
output. We have not paid any attention to the ideal method 
of production. The two questions are quite distinct, and they 
may be equally important. The national dividend is maximised 
only when the value of the marginal social product of each 
separate natural unit of a factor is equal in all possible uses, both 
potential and actual. It is not sufficient that the value of the 
marginal social product of capital embodied in factory chimneys 
shall be equal in all industries. Capital must be transformed 
from other shapes into factory chimneys until factory chimneys 
are so high that the value of the marginal social product of capital 
embodied in factory chimneys is reduced to the level which 
accrues to all other embodiments of capital. This brings us to 
the class of “ Divergences between Marginal Social Net Product 
and Marginal Private Net Product ” * which Professor Pigou 

^ It is of tli 0 nature of smoke that it harms least those who make most of it. 
In other words, the external diseconomy is suffered almost entirely by industries 
other than the one in which it originates* Very little of an industry’s smoke gets 
into its supply curve. But that does not alter the argument. 

2 We are here neglecting Mr. Robinson’s fundamental distinction between 
“ mobile ” and ‘‘ immobile ” economies (op. cit,, p. 142), and the important 
questions of localisation which arise with it. 

® O/. JBJconomios of Welfare^ p. 184. 

^ Ibid-f Part II, Chapter IX. Here there ceases to be any correlation whatever 
between the case for interference and the shape of the industry’s supply curve. 
The effect of ‘‘ the primitive type of tenancy contracts ” p. 177), to which 

Professor Pigou devotes a considerable portion of the chapter, is to raise the value 
of the marginal social product of resources applied on particular kinds of property 
to the purposes of maintenance and improvement above the generally prevailing 
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deals -with before be comes to the divergences related with the 
phenomena of “ Increasing and Decreasing Supply Price,” ^ and 
which are not open to the criticism, advanced above, that if all 
industries were alike, there could be no case for interference even 
though marginal social product were not always identical with 
marginal private product. 

It is by now fairly evident that instead of thinking in terms of 
external economies and diseconomies, an alternative route is 
open to us. In all these cases the failure of laissez-faire to achieve 
the best of all possible worlds may be fairly laid at the door of 
the imperfection of the pricing system. In an ideal world price 
would always be equated to marginal cost to society, and all 
would be well. “ Dumpy ” units would be employed at ideal 
capacity, and every factory, having to pay for the damage which 
its own smoke caused to others, would emit the ideal quantity 
of smoke. The stimulus which is afforded by a growth in the 
scale of industry to inventive ingenuity and to the skill of labour 
can also be forced under the same head. But in this case the 
strain involved is considerable, and there is little point in incurring 
it, as opposed to the case of ** lumpy ” units, which we have seen 
to 3deld to treatment with far greater ease and simplicity if looked 
at from the point of view of a divergence between price and 
marginal cost than if looked at from the point of view of external 
economies and diseconomies. In each case that method of 
analysis is to be selected which is the more congenial to the 
objective in view. Thus in the case of smoke, if we are thinking 
of a levy designed to discourage the emission of smoke, it is more 
convenient to treat the problem in terms of the pricing system ; 
but if we are thinking of a subsidy to encourage the use of smoke- 
consuming methods, it is best thought of in terms of external 
economies. 

The emission of smoke can be said to upset the ideal pricing 
system, not only because the individual does not have to pay for 
the damage which he does to others, but alternatively because the 
individual does not have to pay an economic price for the air 
which he utilises. Now it is neither practicable to put a price 
on air nor convenient to imagine such a procedure. With 
polluting the atmosphere may be contrasted the act of congesting 

value of marginal social product; the excess accrues to posterity, and arises 
from the fact that the temporary owner of the property does not reap the nor^nal 
benefit or suffer the normal penalty of his actions. 

^ JBIconomics of Welfare^ Part II, Chapter XI. 
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the tlioroTiglifaie. Roads can be created at a certain cost and a 
cbarge can be levied for their use. A different line of attack is 
therefore to be commended. It is true that the provision of road- 
transport is commonly said to be attended by external disecono- 
mies,^ for an expansion of one firm engaged in this industry raises 
the costs of other firms. So long as roads are regarded as having 
the attributes of air, there is no need to quarrel with this view : 
just as smoke pollutes the air, so motor vehicles may be said to 
pollute the roads; and the case for interference may be based 
on the existence of external diseconomies. But the analogy with 
air is not altogether convincing. Roads, unlike air, are best 
regarded as composed of various factors of production.® When an 
individual transport firm increases its use of the roads, it raises 
the costs of other firms simply because it abstracts land, and other 
factors, from them : the rise in costs is due to the existence of a 
“ scarce ” factor, not to external diseconomies. In considering 
the application of all other factors, considered as one composite 
factor, to the factor “ road,” our definition of marginal social 
product — ^and by implication of external diseconomies, which 
are said to exist when marginal social product falls short of mar- 
ginal private product — ^requires that the amount of road-space 
utilised by the firm which increases its output shall remain con- 
stant. It follows that the amount of road-space available to all 
the other firms also remains constant. Their output is con- 
sequently unaltered ; and marginal social product does not differ 
from marginal private product. The case for interference must 
find a different basis. It is not necessary to look very far. Even 
in the absence of external economies or diseconomies, the situation 
is “ ideal ” only if each factor of production is paid its ” economic 
return,” i,e., the value of its marginal product. In the case of the 
roads this would require a levy equal to that which would be 
extorted if the roads were privately owned by a large number 
of competing landlords.® If the payment exacted for the use 
of the roads — in the shape of the licence duty, the petrol tax, and 

^ O/. J. Viner, loc. oii., p. 41, and N. Elaldor, EooisroMio Jotteustai., March, 
1934, p. 66. 

* An, alternative •would he to regard the use of roads as a factor supplied hy 
some suhsidiaiy industry. External diseconomies could then quite properly he said 
to prevail, in accordance •with the argument of p. 13 , so long as the price charged 
for the use of the roads fell short of the marginal cost of using them. This line 
of approach must lead to the same conclusions as the one indicated in the text. 

® Oy. F. H. Knig ht : “If the roads are assumed to he subject to private 
appropriation and exploitation, precisely the ideal situation which would ho 
established by [an] imaginary tax will he brought about through the operation 
of ordinary economic motives ” (loc. cit., pp. 586, 587). 
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th.e like — ^falls short of this economic return,*’ the ratio of vehicles 
to road-space is greater than is socially desirable. In other words, 
the roads are cultivated too intensively — beyond the point where 
the value of the marginal product of a motor-car is equal to its 
cost. The same argument applies, as Professor Viner has pointed 
out,^ “ in the grazing, hunting and fis hing industries, where no 
rent is charged for the use of valuable natural opportunities and 
they tend therefore to be overexploited with resultant waste, 
[and] in competitive digging of wells over a common pool of oil.” 

There is then a good case for inflicting on road-transport a 
charge equal to that which it would have to pay under a system 
of tolls exacted by a number of competing private owners. Put 
in this ideal system, which is suggested as a standard of comparison, 
competition would have to be really perfect — that is to say, there 
would have to be a number of alternative routes between any two 
points : if each of our existing roads came into private hands, 
and the maximum revenue was secured to each individual owner 
by means of a toll, the price charged would exceed the value of 
the marginal product of road-space, and the number of vehicles 
would be depressed beknjo the social optimum. 

That is not all. The interests of the national dividend demand 
that each factor shall be paid a price which is equal to the value 
of its marginal product, not only in its actual occupation, but also, 
if it is on the margin of transfer, in its alternative occupation. 
That means that road-building should be carried to the point 
where it would not pay a private individual, relying on tolls to 
reimburse him, to build an additional road in competition with the 
existing roads.® If we take the present number of roads as given, 
there are doubtless too many motor-cars; but it seems quite 
likely that there are too few roads,® and it is even possible that, 
given the ideal number of roads, the ideal number of motor-cars 
would exceed the present number. 

Practical considerations enforce the imposition of a uniform 
charge on motor-cars, without any regard to the economic value 
of the particular road service which each enjoys. Some compromise 
has to be sought between the rates of tax appropriate to different 
districts, and the congested roads will necessarily be more con- 

^ “ The Doctrine of Compaxative Costs,” W eltwi/rUohaftLichea A.Tchiv, October 
1932, p. 397, note. 

® If the number of roads between any two points is not already large — ^it 
clearly is not — ^it will not bo socially desirable to increase the nixmber of roads 
right up to the point indicated by this condition, 

® Even on the assumption, to which we are adhering throughout, that labour 
is fully employed. 
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gested. tliaii tlie social interests dictate, w hile th.e nncongested 
roads will be too uncongested. But tlie criterion for tlie desira- 
bility of building additional roads in congested districts becomes 
even more liberal than it was before : the fact that the full 
economic rent is not exacted for the use of roads in these districts 
means that it is desirable up to a point to build roads of which the 
cost actually exceeds the return that would be received if the full 
economic rent were, exacted. 

have been basing our treatment on the assumption of 
a dxed supply of factors of production in terms of natural units. 
It remains to inq^uire whether the supply of factors, in so fg-r as 
it is variable, will be such as to maximise economic welfare.^ 
Equality between marginal disutility and earnings must, if earnings 
are less than marginal social productivity, mean that marginal 
disutility falls short of marginal social productivity. Thus if 
external economies are at all appreciable over the held of industry 
in general, it is socially desirable to stimulate the supply of factors 
of production. 2 

It need scarcely be remarked that the application of such a 
line of thought to the question of the supply of population is 
appropriate only if it is aggregate welfare, obtained by summing 
the individual welfares of all the members of society, and not 
average welfare per head, which it is thought desirable to maximise.* 

in 

A.t this point I intend to drop the assumption ‘ of perfect 
competition. It will simplify my treatment if I can now neglect 
the possibility of external economies and diseconomies, except 
for such external economies, associated with the existence of 
indivisible units, as may be said to take their origin in imperfection 
of competition itself. The failure of the pricing system is now 
to be ascribed to the divergence between price and marginal 
revenue to the individual firm : marginal cost is equal to marginal 
revenue, and not to price. To avoid undue complication, I shall 
disregard all elements of monopsony — ^that is to say, I s h f«-Tl 
assume that the factors of production are always purchased under 
conditions of perfect competition, though I shall no longer assume 

» Of. L. M. Fraser, Zoc. cie., p. 61. a Of. Economics of Welfare, p. 226. 

p* 99, note : ** A. popxilation, "wiiich., in given conditiions, 
maximises this quantum [|of happinessj, seems to have a much better claim to he 
called, the 02>timum population than a population which maximises real income 
per head." 
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that the finished product is sold under conditions of perfect 
competition. I shall assume, furthermore, that conditions of 
simple moTiopoly always prevail, i.e. that no firm discriminates 
by charging different prices for different portions of its oulput. 
It is well known that in certain cases discrimination will lead to 
a socially more desirable situation than that which is attained 
under conditions of simple monopoly, but this possibility will 
be referred to only by the way. 

It is to be understood that the phrase imperfection of competi- 
tion does not carry with it any of those implications with which 
by tradition the word monopoly is associated, I assume that 
any entrepreneur is free to enter that industry in which his 
earnings are highest, and there to maximise his earnings, and 
I shall not be discussing any types of interference which are called 
for by the breakdown of that assumption. Competition is im- 
perfect if the price obtainable by an individual firm is not in- 
dependent of its own output, or, in other words, if the demand 
for the individual firm is not perfectly elastic. The elasticity of 
demand for the individual firm can be employed as an inverse 
ordinal measure of the degree of imperfection of competition. 

I shall also be assuming that the imperfection of competition 
is something which is inevitable, and cannot be reduced by means 
of interference. It is, however, obvious that in so far as the failure 
of laissez-faire is to be ascribed to ignorance and inertia on the 
part of consumers, the education of the consumer provides a 
more practicable means of advancing towards the ideal situation 
than the measures which are alluded to in the following pages. 

It will be convenient to resort once again to the assumption 
that the supply of factors of production is completely inelastic in 
terms of natural units. This assumption will be abandoned in 
the final paragraph of the article. 

The abandonment of the assumption of perfect competition 
does not entail any alteration in the condition for the maximisa- 
tion of the national dividend. The amount of a factor in any 
use will be ideal when the value of the marginal . . .^ product 
of each marginal unit (unit situated on the margin of transfer) is 
the same in that use as in the alternative occupation,” ® the value 
of the marginal product being equal to the marginal physical 
product multiplied by the price of the commodity produced. 
But each factor now receives less than the value of its marginal 
physical product. Under conditions of laissez-faire each unit 
finds its way into that use where its marginal productivity, which 
^ The word ** social ** has now become otiose. ^ 4 above. 
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is equal to its marginal physical product multiplied by marginal 
revenue to the firm that employs it, is a maadmum : the margin of 
transfer consists of units for which marginal physical product 
multiplied by marginal revenue is the same in the two uses. It 
follows that the extent and direction in which the amount of a 
factor employed in any use differs from the ideal amount varies 
directly with the divergence between the fraction 

marginal revenue to the individual firm 

price 

in the particular use and in the alternative use from which the 
factor has to be drawn. Now the fraction 

marginal revenue to the individual firm 

price 

is equal to 

elasticity of demand for the individual firm mirms one, , , 

elasticity of demand for the individual firm ® 

magnitude of the elasticity of demand is an inverse measure of the 
degree of imperfection of competition. We may conclude that it is 
socially desirable to expand those industries ^ in which competition 
is more imperfect than the industries with which they compete for 
their factors of production and to contract those in which the 
opposite condition prevails. The analogy with the type of 
interference which is called for by the existence of external 
economies is complete : the degree of imperfection of competition 
takes the place of the amount of external economies. Making 
the same assumption as we made above ® in dealing with external 
economies — ^that each industry draws its factors of production 
from “ industry in general ” — ^and reserving the same rights of 
retranslation, we can evolve a similar scheme. All industries 
are to be arranged in descending order of degree of imperfection 
of competition. Then it is socially desirable to expand those 
industries which lie above the “ average ” industry and to contract 
those which lie below . It is not the absolute degree of imperfec- 
tion of competition (of ** monopoly *’) but the deviation from the 
norm which determines the direction and magnitude of the devia- 

^ It is to be noted, as Mr. Kaldor has recently pointed ont {Economical 
August 1934, p. 339), that the nse of the concept of an “ industry tisually carries 
with it the highly implicit assumption that the demand for the product of each 
of the constituent firms is equally elastic. The unreality of this assumption is 
less apparent than the danger of overlooking its esdstence, and, for the sake of 
simplicity, I shall be assuming that over the field of any one industry competition 
is unifor^y imperfect. 

® See p. 6. 
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tion from ideal output.^ If competition were ever3rwliere equally 
imperfect there would he no case for interference. When Pro- 
fessor Pigou is discussing the effect of monopoly in causing output 
to deviate from the ideal,® he is conceiving of a degree of monopoly 
which exceeds the average. Or, rather. Professor Pigou’s 
monopolies are rare phenomena in a world in which competition 
is generally perfect.® 

At this point it becomes essential to consider the distinction 
between the hiring factor — ^the entrepreneur — and the hired 
factors of production. The marginal private, physical product of 
an entrepreneur is a concept to which no meaning can be usefully 
attached. I shall speak of the margiiial physiccd product of an 
entrepreneur in the sense of the physical increment of output which 
society obtains as a result of the application of an additional 
entrepreneur to a particular type of production, the natural units 
of all other factors employed by industry as a whole remaining the 
same as before. This marginal physical product of an entre- 
preneur, unlike the marginal private physical product (but like the 
marginal social physical product in the presence of external 
economies or diseconomies) of an ordinary hired factor, may be 
a hotch-potch, consisting of an increment of output in the one 
particular use and decrements of output in other uses, from which 
hired factors may be diverted to the new entrepreneur ; so that 
in general an entrepreneur’s marginal physical product is not 
capable of being measured. IBut the value of an entrepreneur’s 
marginal physical product is expressed in terms of money. Two 
questions have now to be considered : jSLrst, the relation between 
an entrepreneur’s wage and the value of his marginal physical 
product; and second, the relation between the value of his 
marginal physical product and his marginal social productivity, 
by which I mean the increment of economic welfare which results 
from the addition of one entrepreneur. 

So long as competition is assumed to be perfect, the dis- 
tinction between the entrepreneur and the hired factors of pro- 
duction, though it may be important, turns out to be irrelevant. 
For under conditions of universally perfect competition, the 

^ The same point of view has recently been put forward by Mr. Lerner, 
Meview of Economic Studies, June 1934, p. 172, following Mrs. Kobinson, Economics 
of Imperfect Competition^ p. 310- 

^ Economics of Welfare, p. 270- 

® HBs “ archetypal industry,” so far from depicting what “ would be attained 
under conditions of simple competition ” {ibid., p. 213, note : my italics), must 
be regarded as equally representative of industries in general {ihid», p. 213). 
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earnings of an entrepreneur in any occupation fall short of the 
value of his marginal physical product by the amount of the ex- 
ternal economies to which he gives rise when he is placed in that 
occupation,^ while it is clear that the value of his marginal 
physical product is equal to his marginal social productivity. 
Thus the scheme of ideas which applies to the hired factors of 
production is equally applicable to the entrepreneur. 

When competition is imperfect, however, the distinction 
becomes fundamental.® As Mrs. Robinson has shown,® by just 
the amount by which the rewards of the hired factors fall short 
of the value of their marginal physical products the earnings of 
the entrepreneur exceed the value of his marginal physical 
product. In other words, the entrepreneur gets more than the 
value of his marginal physical product to the extent that competi- 
tion is imperfect in the uses from which he draws the hired factors 
of production. It will be useful to distinguish two extreme cases, 
somewhere between which any actual case must lie. 

On the one hand, we may suppose that each entrepreneur 
competes for his factors of production with other entrepreneurs 
in the same, or similar, industries, subject to the same degree of 
imperfection of competition as that to which he is himseK subject. 
Then the excess of his earnings over the value of his marginal 
physical product depends on the imperfection of competition in 
the particular industry where he functions. This is likely to be 
the case in any industry for which the number of entrepreneurs in a 
given locality is fairly considerable. 

At the other extreme we have the case where the additional 
entrepreneur draws his factors of production from industry in 
general. Then the excess of his earnings over the value of his 
marginal physical product depends on the imperfection of com- 
petition in industry in general. This is likely to be the case for 
a firm which operates in an area where there are no other firms 
producing the same type of product; but not invariably so — a. 
newly-built railway may draw its personnel feom the ranks of 
railway employees in other parts of the country rather than from 

^ See Joan Hobiason, " Euler’s Theorem and the Problem of Distribution,” 
EcosaroMic JouiiN'An, September 1934, pp. 409, 410. Mrs. Ilobinson confines her 
treatment to the entrepreneur’s marginal physical product to the industry in which 
he is placed, but it is easily generalised so as to apply to his marginal physical 
product to society. 

* Since I elaborated the basis of this article, Mr. Ealdor has made it clear 
{loo. cit., p. 337, and especially p. 338, note 2) that he is working on very si mil ar 
lines. 

* Loe. cit., p. 413. 
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tlie local population. In the special case where competition in 
industry in genera] is perfect, an entrepreneur who draws his 
factors from industry in general receives the value of his marginal 
product, and no more, no matter how imperfect by way of exception 
is the competition which prevails in his own particular industry.^ 
It remains to consider the relation between the value of an 
entrepjreneur’s marginal physical product and his marginal social 
productivity — his contribution to the national dividend. In the 
case of the hired factors of production there is no question to dis- 
cuss. For an addition of one unit of a hired factor involves an 
addition equal in amount to the factor’s marginal physical 
product to the output of a particular firm. The increment to 
the firm’s output is in all respects indistinguishable from the output 
that was already being produced. The marginal utility of this 
output is measured by its price ; and it follows that the marginal 
social productivity of the factor is equal to the value of its mar- 
ginal physical product. IBut the setting-up of an additional 
fi-rm may involve the production of what is to all intents and 
purposes a new commodity, differing from anything that was 
already being produced.^ Several cases must be distinguished. 
If the new firm is set up in an industry in which competition is 
perfect, and remains perfect, no problem arises ; its output takes 
the form of a pre-existing commodity. The same is true if im- 
perfection of competition is due purely to oligopoly, the market 
being perfect but the number of firms being small. The marginal 
social productivity of the entrepreneur is in these two cases still 
equal to the value of his marginal physical product. It is when 
we come to imperfection of the market that the difficulty begins. 
The cheese manufactured by one firm now differs from other 
kinds of cheese. The question before us is whether this difference 
is the same in kind, though not perhaps in degree, as the difference 
between cheese and chalk. It is necessary to distinguish between 
two extreme types of market imperfection,® the purely rational 

Mrs* Robinson’s treatment is based on tbe tacit assmnption that each 
entrepreneur competes for his factors 'with similar entrepreneurs. It is unfortunate 
that as an example of Wicksteed’s perception of the fact that under imperfect 
competition the entrepreneurs receive more than their marginal physical pro- 
ductivity,” she refers to his instance of a great monopoly or trust ” (Zoc. cit., 
p, 414); for it is par eoccellence the type of entrepreneur which is to be found in 
a so-called “ monopoly or trust ” who must draw his factor of production from 
industry in general, and who therefore receives no more than the value of his 
marginal physical product if competition is, generally speaking, perfect (and 
actually receives less, as will be seen in a moment — p. 27, below — than his 
marginal social productivity). 

» Cf. A. P. Iierner, loc. cit., p. 167. 

® See !E. A. Gr. Robinson, op, cit,, p. 173. 
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and tlie purely irratioTial. In actual practice we usually find a 
mixture of the two, and the determination of the composition of 
the mix ture is often a matter for somewhat arhitrary assessment. 

The imperfection of the market is purely irrational if it takes 
its origin in preferences winch obtain no justification, when they 
are satisfied, in actual enjoyment, and the thwarting of which 
causes no loss of satisfaction. ** It may take thousands of acres 
of paper, or a prolonged and considerable difference of price, to 
penetrate my consciousness and teach the old parrot a new cry. 
But once I have learned it, I am as likely to be better off as worse.” ^ 
Irrationality of imperfection is to be detected by imagining that 
each consumer in turn is forcibly removed from the firm with 
which he is accustomed to deal to some other firm which meets 
the same want at a cost which, according to the general consensus 
of the market, is the same as that incurred hitherto. The im- 
perfection is irrational to the extent that the consumer suffers no 
loss of satisfaction as a consequence of such diversion, and 
experiences the same degree of preference for the product of the 
new firm to that of other firms as he formerly did for the product 
of the old firm. Preferences which are the result of ignorance or 
inertia are almost entirely irrational, though the momentary 
inconvenience and discomfort, which a change of custom inevitably 
involves, entails an element of rationality, of which the magnitude 
is the smaller the lower the rate at which the future should be 
discounted from the point of view of society. Where habit, and 
still more tradition, form the basis of imperfection, the element 
of rationality must be regarded as more considerable. The 
resistance to change may persist for some considerable time after 
a change has occurred. The extent to which the imperfection 
is irrational depends on the length of this time-lag and on the 
rate at which the future should be discounted. 

W^here the imperfection of the market is purely irrational 
the product of an additional firm represents nothing more than 
an addition to the output of a definite commodity.*’ The in- 
crement of utility afforded to society is eq[ual to this commodity’s 
marginal utility, measured by its price, for each extra unit pro- 
duced. The marginal social productivity of the entrepreneur is 
then equal to the value of his marginal physical product, just 
as in the case of perfect competition and of oligopoly in a perfect 
market. 

Imperfection of the market is purely rational if it takes its 
basis in preferences which correspond to real satisfactions. In so 

1 E. A. Q-. Robinson, loo. oit. 
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far as tlie forcible transfer of a consumer from one firm to another 
has no effect on his scale of preferences for the products of the 
different firms, the imperfection may he said to he rational. 
In such a case “ there is an adequate economic justification for 
the preference shown hy the consumer, and his custom can only 
be transferred to a less convenient producer or shop at a loss to 
himself.*’ ^ The most obvious example of rational imperfection 
of competition is that provided by what is ordinarily called a 
“ monopoly,” where the whole of the production of a “ com- 
modity ” is in the hands of a single entrepreneur, though even 
here Marshall’s distinction ^ between long- and short-period 
elasticity of demand reminds us, that “as if increase of appetite 
had grown by what it fed on,” an element of irrationality is often 
present. Where the market is imperfect as a result of the cost 
of transport the imperfection is purely rational. But even where 
the imperfection is due to customers’ preferences a considerable 
element of rationality is often present. The fact of idiosyncrasy 
need not be stigmatised as irrational provided that it has some 
permanent foundation which will survive a transfer of custom. 
The distinction between rational and irrational preferences does 
not commit us to any view as to the desirability of “ bullying 
the consumer.” If we like to go behind the consumer’s back and 
decide for him, rather than allow him to decide for himself the 
value to be ascribed to his individual tastes, we may, if we so care, 
classify as irrational the greater part, or all, of his preferences. 
But nothing in this article need drive us to such ruthless resorts. 
It is doubtless true that “it is the contrary English customer 
who has done most to make the contrary English firm,” ® but we 
are free to ascribe to contrariness all the virtue that may be its 
due.^ We may leave the consumer to decide for himself, regarding 
as irrational only those preferences which investigation would prove 
to be ephemeral. But it is sufficiently clear that not even so 
liberal an attitude will leave us with a very considerable element 
of rationality — apart, as has been said, from the preferences 
between what are commonly called “ commodities ” and the 
preferences which are associated with costs of transport. 

Where imperfection of competition is at all rational, an ad- 

E. A. Gr* Robinson, loc, cit, ^ JPrincijpZes^ p. 110, 

» E, A. Gr- Robinson, op. cit.^ p. 176. 

^ Tbe somewbat arbitrary nature of the distinction between rational and 
irrational imperfection is associated with an arbitrary element in the measurement 
of the national dividend; cf. ^Economics of Welfare, p. 69 : So far , . . as ‘new 
commodities ’ are introduced between two periods which are being compared, 
the measures [of the national dividend] are imperfect, 
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ditional entrepreneur is doing more than merely add a certain 
physical increment to a pre-existing flow of a commodity. He 
is satisfying certain preferences which were previously being 
thwarted. His marginal social productivity exceeds the value of 
his marginal physical product. If the imperfection is purely rational 
his marginal social productivity is equal to his firm’s physical 
output multiplied by its average utility minus the loss of utility 
occasioned elsewhere by the diversion of the hired factors to his 
employment. It follows at once that his marginal social produc- 
tivity exceeds the value of his marginal physical product by the 
excess of the average utility of his output over its price (or mar- 
ginal utility), multiplied by the amount of his output.^ In other 
words, where imperfection of competition is purely rational an 
entrepreneur’s marginal social productivity exceeds the value 
of his marginal physical product by the additional revenue which 
he could earn by selling his output under conditions of perfectly 
discriminatory, instead of simple, monopoly. 

A synthesis is now possible. Any given entrepreneur is 
typified by two parameters — his type is determined, as it were, 
by a point on a two-dimensional diagram. The one parameter 
depends on the extent to which the entrepreneur competes for 
his factors with similar entrepreneurs, working under the same 
degree of imperfection of competition as he is himself, and on the 
extent, on the other hand, to which he competes for his factors 
with “ industry in general.” The other parameter depends on 
the extent to which the imperfection of competition to which he 
is subject is rational and on the extent to which it is irrational. 
We have so far dealt with the two extreme values of each of these 
two parameters considered separately. Of these extremes the 
possible number of combinations is four. We shall now deal in 
turn with each of these four combinations. We shall thus have 
dealt with the four extreme points that deteimine the rectangle 
within which the type of any entrepreneur can be denoted. It 
will be sufficient to deal with these four extreme cases. Any 
intermediate case can easily be fitted into the scheme. 

It is to be remembered that the changes that are to be rung 
refer only to the distribution as between one use and another of 
entrepreneurs. The question of the distribution of the hired factors 
has already been discussed, and what was said above still stands : 
the national dividend can be raised above the level attained under 
conditions of laissez-faire by diverting the hired factors of pro- 
^ I.e^ hy the consumers’ suiplus afforded hy his firm’s output. 
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duotion away from those uses where the imperfection of com- 
petition falls short of the average and by attracting them into 
those uses where the imperfection of competition exceeds the 
average. 

We may begin with the extreme in which each entrepreneur 
in the particular industry competes for his factors of production 
with the other entrepreneurs in the same industry and where the 
imperfection of competition is wholly irrational. Then the reward 
of the entrepreneur exceeds the value of his marginal physical 
product by an amount varying with the degree of imperfection of 
competition in that industry, and the value of his marginal 
physical product is identical with his marginal social productivity. 
Each entreprenexxr will enter the industry in which his reward is 
highest, but hia marginal social productivity falls short of his 
reward by an amount varying with the imperfection of competition. 
It follows that the national dividend can be increased by diverting 
entrepreneurs away from any industry in which the imperfection 
of competition exceeds the average and by attracting them into 
any industry in which the imperfection of competition falls short 
of the average. In fact, the treatment which should be applied 
to entrepreneurs is precisely the opposite to that which is appro- 
priate to the hired factors. Thus taking retail selling as an 
example of an industry in which competition is exceptionally 
imperfect, we may conclude that, just as it is desirable to increase 
the amount of hired factors engaged in retail selling, so it is de- 
sirable to diminish the number of shops. Either change by itself 
is calculated to increase the national dividend : ^ in the one case 
the total output of the service of retail selling will be increased, 
in the other case it will be diminished.® IBut most desirable of 
all is to effect both changes in such a way as to attain a larger 
aggregate of output £com a larger aggregate of hired factors and 

^ It should again be emphasised that I am discussing only the aggregate of 
the national dividend, and not its distribution- A reduction in the number of 
retail shops, brought about by some kind of interference, is very likely to lead to 
a rise in retail prices. The surviving shopkeepers ■will then obtain a dispro- 
portionate share of the increase in the nation’s income — ^in fact, it is quite possible 
that they will obtain the whole of the increase and a good hit more besides. 
Such distributional questions lie outside the bounds of this discussion. It may, 
however, be pointed out that if the restriction on the number of sbopkeepers 
is brought about by some system of taxation, and not by a system, say, of licences, 
and the proceeds of the taxation are available to the nation as a whole, these 
anomalies will be less signifioant- 

® On the assumption that the value of the marginal physical product of a 
marginal shopkeeper is not negative — ^as it may well bo (see p. 32 below). 
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a smaller aggregate of entrepreneurs- The ideal situation of 
an industry is attained when its size and organisation are exactly 
such as would prevail if it were subject under conditions of 
laissez-faire to that degree of imperfection of competition which 
exists on the average over industry as a whole. 

While it is desirable in the case of industries in which com- 
petition is ahnormally imperfect to increase the size of the firm — 
to raise it closer to the optimum — for industries in which competi- 
tion is subnormally imperfect, the opposite procedure is called for. 
Too large an output is here produced by too few firms in the absence 
of interference, and it is socially desirable to have more firms, 
each producing on a smaller scale. To reproduce the conditions 
of perfect competition ” is not the correct battle-cry for this type 
of “ rationalisation,” unless perfect competition is the rule over 
the main part of the field of industry. 

The reproduction of the conditions of the average degree of 
imperfection of competition is what is req^uired. This can be 
attained by a very simple device. The amoxmt of hired factors 
in any industry can be regulated by means of a subsidy (or tax). 
The number of entrepreneurs can be regulated by means of a 
lump-sum tax (or subsidy), levied on (or paid to) each entrepreneur. 
If each type of regulation is carried to the ideal point the lump- 
sum tax (or subsidy) allocated to every entrepreneur will be 
exactly equal in amount to the total subsidy (or tax) allocated to 
the factors of production which he employs. For the output of 
the industry, and therefore the price, and therefore the average 
cost, are to be the same as they would be if the average degree of 
imperfection prevailed. But the industry is to be a facsimile of 
what it would be if the average degree of imperfection of com- 
petition prevailed. Thus the actual cost incurred, after allowing 
for the subsidy and tax, must be equal to the cost exclusive of 
any subsidy and tax. It follows that the subsidy must exactly 
pay for the tax. Each industry can be treated as a water-tight 
compartment, and there need in this case be no question of taxing 
one industry for the benefit of another. 

This simple result requires some qualification. It is easy to 
see that : — 

An entrepreneur’s marginal social productivity = his earnings 

cost of hired factors 

where e is in some sense the average elasticity of demand 
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for the individual firms in the particular industry.^ Thus the 
divergence between an entrepreneur’s marginal social produc- 
tivity and his earnings depends not only on the degree of 
imperfection of competition but also on the magnitude of the 
firm’s aggregate costs (exclusive of profits), or, as we may put 
it, on the size of the firm. Now the size of a firm depends 
on two sets of factors : — (a) it depends on the technical 
conditions of production, as expressed by its cost curve; and 
(6) it depends on the degree of imperfection of competition, 
as expressed by the demand curve for its product. So far as 
variations in the size of firms are due to variations in the imper- 
fection of competition, we have already dealt with the case for 
interference which they set up ; for the operation of reproducing 
the conditions of the average degree of imperfection brings the 
firms to the scale at which they would operate in the face of the 
average degree of imperfection. There remain such variations 
in the size of firms which are due, not to dificerences in the sizes of 
their individual markets, but to differences in the technical 
conditions of production — Tiatural differences, as we may call them. 
The above equation makes it clear that the type of diversion which 
is called for where firms are naturally large is the same in direction 
as that which is called for where the imperfection of competition 
is great. That is to say, in addition to, and on top of, the type 
of diversion which has so far been considered, it is socially desirable 
to divert entrepreneurs from industries in which the firms are 
naturally larger than the average for industry as a whole, and to 
attract them into industries where the firms are naturally below 
the average in size. Where the firms are already naturally 
large under conditions of laissez-faire it is in the interests of society 
that they should be yet larger ; where they are already naturally 
small it is in the interests of society that they should be yet 
smaller. This type of diversion would be called for even though 
competition were equally imperfect in all industries (and it would 
then be the only type that was called for). The extent to which 
it is most desirable to carry it is the smaller the less imperfect 
is competition : under conditions of universally perfect competition 


^ Imagine tlie entreprene-ur to be taken away, the factors which he was 
hirin g being diverted to other firms. The value of the increase in output of these 

other firms is equal to the cost of the hired factors multiplied by — ^—7 


smce 


price 






e — 1 marginal revenue/* 

Sence the entrepreneur’s marginal social productivity ~ value of his output 

® ^ V -L.- • cost of hired factors 

- — ^ (cost of hired, factors) = his earmngs — = . 



1935] 


SOME 3 SrOTBS ON XDEAL OUTPUT 


31 


it ceases, of course, to be desirable, the denominator of the last 
term in the above equation then being equal to infinity. 

AIT this has a simple interpretation in terms of common sense. 
Imperfection of competition implies the existence of internal 
economies. Now internal economies, no less than the external 
economies considered in the earlier portion of this article, provide 
a basis for interference. If the internal economies are everywhere 
equal, no diversion is called for. It is when the degree of internal 
economy is different in different uses that a diversion of factors 
of production is calculated to increase the national dividend. 
The internal economies are greatest where the firms are naturally 
the largest, and it is therefore socially desirable to make naturally 
large firms still larger at the expense of reducing yet further the 
size of the naturally small firms. This would be the only type 
of diversion that would be called for if competition were every- 
where equally imperfect. But where competition is abnormally 
imperfect, the firms are abnormally below their optimum in size 
and the internal economies are abnormally great. It is therefore 
desirable to increase the size of such firms at the expense of re- 
ducing the size of those firms which are faced with a less than 
average degree of imperfection of competition. 

We may now turn to the extreme case where, the imperfection 
of competition being still wholly irrational, each entrepreneur 
competes for his factors of production with industry in general. 
We can still write : — 

An entrepreneur’s marginal social productivity = his earnings 

cost of hired factors 
___ ^ 

but e is now the average elasticity of demand for the individual 
firms taken over industry as a whole. Since e is now the same in 
all uses the last term in this equation can only differ as between 
uses in which the size of the firm, as measured by aggregate cost 
(excluding profits), is different. Once again it is socially desirable 
to divert entrepreneurs from uses where the firms are large to 
uses where the firms are small — ^to make large firms larger and 
small firms smaller. This time the proposition is of general 
application : it is not only the firms which are naturally small that 
it is socially desirable to render still smaller, but equally the firms 
which are small because their individual markets are so limited ; 
and similarly for the large firms. It has, however, to be remembered 
that if competition is not uniformly imperfect everywhere, the 



32 


THE ECONOMIC JOTJENAL 


[march 


diversion of entrepreneurs is not the only kind of diversion which 
the social interest calls for. The diversion of the hired factors 
j&om points where competition is less imperfect to points where 
competition is more imperfect is calculated, taken by itself, to 
render small firms larger and large jGbmis smaller. The simul- 
taneous practice of both types of diversion will result in a shift of 
entrepreneurs in the same directions as the hired factors, and it 
seems impossible to lay down any general principle as to the 
effect on the size of the firms. 

XJp to this point it has been tacitly assumed that the entre- 
preneur is always capable of making a positive contribution to 
society’s welfare, so that it is merely a question of where each 
entrepreneur may most advantageously be placed. There remains 
the possibility that society would be better off if some entrepreneurs 
were prevented from supplying it with their services, i.e. if the 
total number of firms were forcibly curtailed. So long as com- 
petition is everywhere perfect, each entrepreneur’s marginal 
social productivity is equal to his earnings. Provided that 
entrepreneurs can be relied on to refuse to work for a negative 
return, we can rest assured that this marginal social productivity 
under conditions of perfect competition will be positive. But if 
competition is sufficiently imperfect, the imperfection being of 
the irrational type, then, as the above equation indicates, an 
entrepreneur’s marginal social productivity may be negative even 
though his earnings are positive. In such a case society would 
be better off without him, reaping a net gain by concentrating 
the factors which he has been hiring on to the other firms. The 
criterion for such redundancy is a simple one. If the firms in 
a particular industry are producing under conditions of falling 
average cost of hired factors (falling average cost excluding 
profits) — if, that is to say, an increase in the size of any one firm 
would be attended by actual technical economies, — ^then the value 
of each entrepreneur’s marginal physical product, and therefore 
his marginal social productivity, is negative. For if the average 
cost of the hired factors is falling for each firm , the sum obtained 
by aggregating for the firm the product of the amount of each hired 
factor by the value of its marginal physical product exceeds the 
value of output. But, since we are assuming that there are 
no external economies or diseconomies, the sum obtained by 
aggregating for the industry the product of the amount of each 
factor, including the entrepreneur, by the value of its marginal 
physical product is equal to the value of output. Hence the value 
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of the marginal physical product of the entrepreneurs is negative 
if the average cost of the hired factors is falling for each firm. 
Where this condition holds there are too many firms from the 
point of view of society, and production is unnecessarily inefificient. 
When the number of firms have been reduced to the ideal quantity, 
the internal economies will be due entirely to the spreading of the 
entrepreneur’s profit over a larger output. 

If the entrepreneur is capable of serving society in some 
alternative capacity, e.g. as a salaried official, the criterion for 
redundancy is correspondingly more stringent. An entrepreneur 
will be better employed in some other role if the value of his 
marginal physical product as an entrepreneur, though positive, is 
less than the value of his marginal physical product in the 
alternative occupation. Firms may thus be socially redimdant 
even though they are of such a size that the technical economies 
of large scale have already been exhausted. 

There remain the two extreme cases of purely rational imper- 
fection. Our formula now becomes : — 

An entrepreneur’s marginal social productivity = his 
cost of hired factors , 

earmngs ^ ^ 1- addition to revenue 

caused by perfect discrimination,^ 

where e is the average elasticity of demand for the individual 
firms with which he competes for his factors of production. In 
the special case where e = oo , the second term on the right-hand 
side vanishes, and' we have the well-known rule that an entre- 
preneur’s marginal social productivity is in a world of perfect 
competition measured by the total profit which he could obtain 
if he were discriminating perfectly. A railway (provided that 
its clients’ preferences for it are purely rational) is socially de- 
sirable so long as it could by discriminating perfectly cover its 
costs, ^ no matter whether in fact it discriminates or not. 

To the extent that the railway draws its factors of production 
from firms for which competition is imperfect, the strength of 
the social case for its existence is weakened. It is easy to see 
that in practice the magnitude of the second term on the right- 
hand side of the above equation will often be very considerable. 

^ It is tlxe addition to revenue wliicli would be obtained by discriminating 
perfectly in selling the same output as is actually being sold, not the output which 
'wo'uld be sold if the firm were practising perfect discrimination, 

^ Fxxrthermore, the output which it would produce if it were discriminating 
perfectly is its ideal output. 

No. 177. VOL. XLV. D 
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Thus if we equate e to 2 — by no means an absurdly low figure for, 
say, a railway company which draws most of its labour from other 
railway companies located in other parts of the country, — ^the 
marginal social productivity is equal to the total profit which 
would be obtained if the firm were selling its output under perfect 
discrimination, minus the cost of the hired factors. Thus the 
possibility of a negative marginal social productivity, though 
far more remote than in the case of irrational preferences, cannot 
be entirely ignored. In this connection it is to be noted that 
a high degree of imperfection of competition, while raising the 
value of the second term on the right-hand side of the above 
equation, also raises the value of the third term. It can, in fact, 
be demonstrated that it is very unlikely that a firm earning a 
positive profit will have a negative marginal social productivity 
in that extreme ease of rational imperfection in which each firm 
competes for its factors of production with similar firms, subject 
to the same degree of imperfection of competition as that under 
which it sells its own output. In the opposite extreme case, in 
which each firm competes for its factors with industry in general, 
the possibility of social redundancy is somewhat more extended. 
If we suppose that in industry in general competition is rather 
imperfect, so that e — 1 is small and the second term is therefore 
large, while the particular firm produces under conditions of 
fairly perfect competition, so that the third term is small, the 
marginal social productivity may be negative even though the 
firm is earning a positive return. In such a case the existence of 
the firm involves a sacrifice of internal economies elsewhere 
which fails to be offset by the somewhat meagre consumers’ 
surplus which its own particular product provides. On the view 
that competition in industry in general is fairly perfect, such a 
case is very unlikely to arise. 

Returning to the assumption that all entrepreneurs are socially 
useful — an assumption which we see to be far more plausible in 
the case of rational than of irrational imperfections, we may now 
briefly consider the optimum arrangement of entrepreneurs when 
imperfection is purely rational. We begin with the extreme case 
in which each entrepreneur competes for his factors of production 
with similar entrepreneurs. It would then appear to be probable, 
but by no means certain, that the excess of an entrepreneur’s 
marginal social productivity over his earnings will be greatest 
where competition is most imperfect. The gain in respect to 
consumers’ surplus will usually outweigh the loss in respect to 
exploitation, and it is therefore socially desirable to divert 
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entrepreneurs from those industries in which competition is sub- 
normally imperfect into those industries in which competition is 
abnormally imperfect, i.e. once again to shift entrepreneurs in 
the same direction as it is socially desirable to shift the hired 
factors. 

For the other extreme case, in which each entrepreneur com- 
petes for his factors with industry in general, the same conclusion 
holds good with far greater force. The exploitation factor, as 
measured inversely by e, is now a constant, and we are simply left 
with the obvious desirability of diverting entrepreneurs into those 
fields where the consumers’ surpluses provided by the individual 
firms are great. 

Once again it is necessary to dispense with the assumption that 
the factors of production are in completely inelastic supply in 
terms of natural units. The effect of imperfection of competition 
is to depress the earnings of any hired factor below its marginal 
social productivity. Thus the supply of natural units will in 
general be less under conditions of laissez-faire than is calculated 
to maximise economic welfare, and some method of stimulating 
the supply is socially desirable. But any kind of natural unit 
from which to a preponderating extent the entrepreneur ranks are 
recruited will, if imperfection is on the whole irrational rather 
than rational, be supplied under conditions of laissez-faire on a 
scale which exceeds the social optimum. 


King*s College^ 
Cambridge. 


B. F. Kasit 



THE MONETARY HOCTRINES OF PROFESSOR 

HAVIOSON 

The barrier of language tends to make the flow of ideas as 
between large and small countries a one-sided affair. Economists 
in a small country must necessarily be linguists ; and before they 
embark on original work they have usually mastered the recog- 
nised classics. But, unfortunately, it is often only after a long 
time-lag that their important contributions receive due recognition 
in the outside world. During the last forty years Sweden has 
maintained a level of scholarship in economic science which com- 
pares favourably with that of any other countiry. Wicksell and 
Cassel are recognised as being among the outstanding economists 
of the last generation ; and since the War the tradition has been 
worthily upheld by the younger school. There is, however, 
another name intimately associated with the development of 
economic thought in Sweden. Professor David Davidson, who 
held the chair at Uppsala in the years 1890 — 1919 , deserves to be 
regarded as one of the builders of Sweden’s solid reputation. He 
founded the Swedish journal Ekonomisk Tidskrift in 1899 and still 
remains its editor. This journal contains a very large part of 
Davidson’s published work ; and it has always been distinguished 
by the high quality of its articles. East year Professor Davidson 
celebrated the eightieth anniversary of his birthday ; and this is a 
fitting occasion to attempt to assess the part he has played in the 
evolution of monetary theory in Sweden.^ 

Before 1890 Davidson had published three theoretical works,® 
viz. an essay on the Eaws governing Capital Accumulation ( 1878 ), 
a critical HListory of the Theory of Rent ( 1880 ) and An Inquiry 
into the Taxation of Income ( 1889 ). Special interest attaches to 
his fixst essay, for it contains in embryo more than one of the ideas 
which were later to be worked out in great detail by B5hm- 
Bawerk. One example is his acute criticism of the “ use ” theory 

^ [Besides liis work on monetary theory, Davidson has made important con- 
tributions to the study of the theory and practice of tax legislation, and to 
economic history, particularly the standard work on the History of the Bank of 
Sweden. 

^ JBidrag till laran om de ehonomisha lagarna for kapitalbildningen (1878); 
JBidrag till jordrdnteteoriens historic^ (1880) ; Om beshattriirigsriormerh vid inhomst- 
skcLtten (1889). 
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of capital associated with Hermann and Klnies.^ Moreover, he 
sees the significance of the “ investment period.” Adopting 
Monger’s terminology he points out that, when goods ” of the first 
order ” are transformed into goods ‘ of a higher order,’ assuming 
the period of time during which these goods are bound up in 
production stretches beyond the length of the existing production 
period, . . . the production value (productivity) of the goods 
can under certain circumstances be higher than it would be if 
no capital accumulation had taken place.” ® As early as 1878 
Davidson seems to have had a glimpse of some of the essentials 
of the modem theory of capital and his essay deserves a place of 
honour in the history of this branch of economic thought. 

1 . Criticism of the Wicksellian Theory. 

The publication of Wicksell’s Geidzins und Gliterpreise in 1898 
is rightly regarded as an important landmark. The theory 
regarding the connection between the money rate of interest, the 
natural rate and the price level has exercised a dominating 
influence on present-day monetary and trade cycle theory. 
Davidson reviewed the book in 1899 ® and hinted that there was 
a weakness in Wicksell’s fundamental thesis. The argument in 
Geidzins was that the value of money would remain constant, that 
is, the general level of prices would be stable, as long as the loan 
rate of interest was normal, that is, equal to the natural rate. 
Davidson was led to attack this conclusion by considering the 
effects of changes in productivity on the relative position of 
lenders and borrowers. He asserted that if, for example, pro- 
ductivity were to increase by 25 per cent, and the price level were 
kept constant, money incomes such as wages and profits would 
rise by 25 per cent., but incomes fixed in terms of money would 
be of the same value in terms of commodities as they had been 
before the rise in productivity. Tenders would therefore not get 
a share in the increase of wealth. In view of such social injustice 
he denied that it was “ desirable ” to keep the price level stable. 

Though strongly tinged with ethical considerations, this initial 
broadside had already hit the mark. The attack was elaborated 
in 1906 and 1909 in two articles entitled “ The Concept of the Value 

^ JBidrag till Idran om de eJconomiska lagarna for Icapitalbildningen^ pp. 38—44. 

® Ibid.^ pp. 55—6. These ideas were more fully worked out iu a subsequent 
essay entitled “ Nagra teoretiska fr^gor ** {JBJkonomisk Tidskrijt, 1919, pp, 231— 
59), in which, inter alia, he shows the importance for trade cycle theory of the 
lengthening and shortening of the average period of production (pp. 253—4). 

^ JSjkonomiak Tidskrift, 1899, pp. 233—40. 
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of Money ” and “ The Stabilisation of the Value of Money.” ^ 
In the former he summarised his observations as follows : — ■“ All 
changes in the general level of prices do not constitute changes in 
the value of money. When productivity increases, the requirement 
that the value of money should remain stable demands that prices 
should fall : when the production of goods increases without a rise 
in productivity, the same requirement demands that the price 
level should remain stable, . . . An increase in production may be 
the reflection both of the increase of population and capital and of 
a rise in productivity ; and the necessity of keeping these two sets 
of factors apart renders the task of monetary management very 
difficult. That management cannot be carried out with as simple 
an apparatus as Wick sell contemplates.” ® 

As against Wicksell’s statement that changes in productivity 
were usually too small to make much difference, Davidson made 
the somewhat prophetic reply that monetary management had 
to reckon with the increases in productivity likely to occur in the 
future.® He mentioned in particular the transformation to be 
expected in agriculture, a branch of production hitherto hardly 
touched by technical progress. Heaving aside the familiar point 
regarding the lender— debtor nexus, he summed up his position by 
taking Wicksell on his own ground.^ He submitted that, since an 
increase in productivity enhances the prospect of profit as long as 
prices are unchanged, the natural rate becomes too high in relation 
to the money rate. This can only be corrected in one of two ways ; 
either the money rate must be raised or the natural rate lowered. 
If prices fall of themselves the natural rate will immediately decline 
and equilibrium will be restored. If the money rate is put up, 
there will be a fall in prices according to Wicksell’s theory. In the 
one case the money rate should remain unchanged, and in the 
other it should be raised. In neither case should the money rate 
be reduced. Thus, by taking Wicksell’s theory as his starting- 
point, he claimed that the practical conclusion that the price level 
should be kept stable was erroneous. 

It is of interest to note Wicksell’s defence of his theory. In 
an article entitled “ The Money Rate of Interest and Commodity 
Prices ” ® (1909), he begins by expressing his fear that the readers 
of the Journal were getting tired of the abstruse theoretical 

^ “ N&got om begreppet penningens vUrde,” £1. T., 1906, pp. 460—8, and “ Om 
stabilieeringerL av penningens varde,” B. T., 1909, p. 1. 

a B. T., 1906, pp, 467-8. « Ibid., 1909, p. 20. * Loo. cit., pp. 22 if. 

® “ Penningranta ooh varupris,” B. T., 1909, pp, 61—6; also Vorlesungen, 
Vol. II. p. 227. 
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discussion. To clarify his position he distinguishes between two 
different cases, 

(1) Assuming the quantity of money to be unchanged, a rise 
in productivity in itself would tend to depress prices. But the 
increase in the output of commodities resulting from higher 
productivity will only come about m the future, whereas the new 
chances of profit immediately lead to a greater demand for raw 
materials and labour (and possibly luxury and other consumption 
goods as well). Therefore, if the money rate is not raised, there 
will be a rise in the price level from the very beginning. The 
banks should accordingly raise their loan rate, thereby restraining 
enterprise and encouraging saving. He regards this case as being 
of most practical interest, for there is generally a time interval 
between the acquisition of more productive instruments of pro- 
duction and the expansion in the output of final commodities. 

(2) The other case involves an improvement in productivity 
which is immediately accompanied by an increase in the output of 
commodities. A fall in the price level is here to be expected ; 
but it will be small and non-cumulative. However, there will be 
a simultaneous and stronger force in the form of a discrepancy 
between the money and the natural rates which will tend to raise 
the price level. “ The initial fall in the price level resembles 
the backward step which a gymnast takes before he leaps forward.** 
He denies the validity of Davidson’s assertion that the fall in the 
price level brings the natural rate down to the level of the money 
rate so that a new equilibrium is established. If this were true he 
would regard it as a serious blow to his theory. Wicksell main- 
tains that Davidson’s thesis rests on the tacit assumption that real 
capital increases in the same proportion as productivity. When 
the price level falls in the first instance, unchanged money wages 
mean a rise in real wages ; but a rise in real wages is only possible 
if there is an increase in real capital. The Wioksellian theory, 
however, postulates no change in real capital and real wages. 
When prices have fallen, money wages also move downwards ; 
consequently, “ increased productivity with constant real capital 
necessarily implies a rise in the real rate of interest, and equilibrium 
can never be maintained unless the money rate is raised to equality 
with the real rate.” ^ The question as to what the banks should 
do in the face of the initial fall in the price level is, thus, quite 
unimportant, because forces are at work which must send prices 
soaring unless the banks interfere at an early stage in the 
process. 

^ JSoc* p, 66. 
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Davidson refrained from continuing the discussion, in deference 
to Wicksell’s impression (with which he did not quite agree) that 
the readers were becoming weary of the controversy.^ Wicksell 
had denied that a rise in productivity could lead to a permanent 
fall in prices with money wages remaining unaltered. If such 
circumstances materialised, the Wicksellian precept would decree 
a lowering of the money rate ; and that could not fail to inaugurate 
an inflation. 

There can be little doubt that the honours in this contest went 
to Davidson, and perhaps Wicksell’s sudden display of indulgence 
towards the readers of Ekonomish Tidskrift was his way of throw- 
ing in the towel. It is clear from Wicksell’s defence that his 
fundamental proposition holds good only within the strict confines 
of a stationary state. ^ Under less abstract assumptions it is open 
to objection. Davidson had revealed a serious theoretical weak- 
ness in the position of the “ stabilisation ” school. The arguments 
he used in 1906 and 1909 have a direct bearing on the consequences 
of the policy of the American banking system in the 1927—29 boom. 
In certain major respects he foreshadowed recent criticism of the 
Wicksellian theory.® He had already begun the task of destroying 
what Dr. Hayek calls “ the obsession that the only aim of mone- 
tary theory is to explain those phenomena which cause the value 
of money to alter.” ® 

^ “ Replik,” E. T., 1909, pp. 67-8. 

® It is necessary to point ont that Wicksell was not thinking of the“ Kon- 
j\xnktur ” problem when he introduced his concepts of money and natural rates. 

makes a point of this in defending himself against a criticism by Hrook. E. T 
1909, p. 61. In their controversy both ^^icksell and Davidson were thinking 
of long-period changes in the price level such as occurred in 1873-96. This is 
also clear from the inductive examples which Wicksell used in Gazina und 
Gilterpreise. 

* Koopmans overlooked Davidson’s work when he stated that in the 
period 1898-1918 only Altmann and Mises had occupied themselves with Wicksell’s 
doctrine, “ Zum Troblem des ‘ neutralen ’ Gieldes,” Beitrdge zur Qeldiheorie, 
p. 226, footnote 3. 

* Monetary Theory and the Trade Cycle, pp. 114-16. 

® The plan for stabilising the dollar which Irving Pisher first advanced in 
1911 was acutely criticised by Davidson in an article published in 1913 (“ Irving 
Fishers forslag att reglera penningens kSpkraft,” E. T., 1913, pp. 87—107). 
Wioksdl’s treatment of the Fisher plan (see Vorlesungen, Vol. II. pp. 256—8) 
was origii^y inspired by Davidson’s attack, as he admitted in the following 
words : — “ It is far from my intention to go out of my way to criticise Fisher’s 
Plan, for I have regarded it with a great deal of sympathy from the beginning. 
In fact, a few months ago I sent him an article for publication, expressing 
almost imqualified agreement. It was only when I read Professor Davidson’s 
a'rtiole that I came across what I now realise to be the fundamental flaw in 
his proposal (‘ Anm&rkningar till Doctor Srocks uppsats,” E. T., 1913 p. 
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2. The Application of Theory to War-time Problems. 

The new problems created for Sweden by the War breathed 
new life into the dry bones of academic controversy. The 
practitioners of economic science did not seek to escape their 
responsibilities ; and their voices were clearly heard, though they 
were not always in harmony. The Governor of the Riksbank was 
left in no doubt as to the views of Wicksell, Cassel, Davidson and 
Heckscher ; and he did his best to defend himself in the pages of 
the Ekonomish Tidskrift.'^ Those sceptics who despair of the 
practical utility of economists would do well to study the impact 
of theory on practice in Sweden from 1915 to the present day. 
Davidson’s advice was sought on more than one occasion by the 
Government and the Riksbank. 

On August 2, 1914, Sweden suspended the convertibility of 
its notes. After the initial shock of the War there was a con- 
siderable inflow of gold from belligerent countries. The Dank 
adhered to its legal reserve ratio and pursued a restrictive dis- 
count policy,^ but the imports of gold continued. 

Davidson pointed out in an article at the end of 1915 that in 
the circumstances Sweden could do nothing but keep the value of 
its currency on a level with gold ; ® but this meant joining in the 
general inflation. He hinted that it would be quite otherwise if 
the authorities abolished the obligation of the Dank to buy gold 
at a fixed price. This was the immediate origin of the well-known 
Gold Exclusion pohcy. Early in 1916, Moll, the Governor of the 
Riksbank, communicated privately with the three leading econo- 
mists, Wicksell, Davidson and Cassel, asking them for their con- 
sidered opinion on such a step.^ The replies were favourable ; 
and the experiment came into operation in February 1916. The 
Swedish currency became free to appreciate but could not sink 
lower than the value of gold, since notes were still to be redeemable 
in gold. The economists anticipated that it would be possible to 
raise the value of the krona above that of other depreciated 
currencies. They were to be disappointed, because the Central 
Bank seems to have been quite indifferent to the aims of the 
theorists. Gold exclusion should have been accompanied by a 
more restrictive discount policy and a serious attempt to curtail 

^ See V. Moll, Vaxellrurs och. baxxkranta,” JSJ. 37. 1916 and “ Riksbankenloclx 
dyrtiden,” JEJ. T., 1917. 

2 See A. Wennerberg, “ Sveriges Hiksbank ocb dess diskontopolitik -under 
och efter V^rldskriget/’ jE 7- T,, 1924, p, 226. 

^ “‘Till fragan om penningens v^rde under kriget,’* El, T., 1915, pp. 415- 

23 . 

^ See Gr. Cassel, Money and Foreign JDxcho/nge after 1914 (1922), pp. 79—100. 
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foreign lending. Moreover, the terms of the Scandinavian Union 
enabled Denmark and Norway to export gold coin into Sweden 
and thus nullify the policy. It was, however, an interesting case 
of an attempt to implement an idea which was only known to a 
few theorists on the eve of the War,^ 

It was only after the three Scandinavian Governments had 
agreed in April 1917 to enforce a rigid prohibition of gold exports 
that the gold exclusion policy could be given a fair chance. But 
internal inflation still took place. Capital was so scarce in the 
belligerent countries that there was a substantial margin between 
the “ natural ” rate of interest in those countries and in Sweden. 
Foreign lending was thus proceeding on a large scale. Obstacles 
were being placed in the way of Swedish imports ; but the demand 
for her exports was practically insatiable. ^ Davidson pointed out 
that the maintenance of a “ normal ” rate of interest within 
Sweden could do nothing to impede foreign credits. Sweden 
would still lose capital and the Riksbank would afbeiwards find it 
necessary to raise its loan rate in order to keep it normal. To 
raise the rate well above normal would not be advisable in view 
of the progressive increase in the demand for capital abroad. 
Banking policy in these circumstances must therefore be accom- 
panied by special measures directed against foreign lending.® 
Davidson prepared a plan for the attainment of this object ; but 
it was never published. ^ 

In June 1918 the Minister of Finance appointed a Committee 
to inquire into the monetary situation. It consisted of three 
professional economists (Professors Davidson, Wicksell and 
Brisman) and three bank directors under the chairmanship of the 
Governor of the Riksbank. The economists and the bankers 
disagreed about most things ; ® but they were unanimous on one 
matter. They proposed “ a qualitative rationing of credit ” 

^ Professor Cassel in his Money and Foreign Eoochange after 1914 (1919), p- 83, 
'wrote : ** This gold exclusion was a measure of such importance that the very 
highest interest 'will always be attached to it by future writers on monetary 
history.” 

® According to Wicksell the only way of meeting the situation was through 
a system of duties on exports and premiums on imports (^^e. the sale by the State 
of imported goods under the import price). In this way the internal price level 
could be lowered without affecting the exchange rate. See “ Medel mot dyrtidon,’ ’ 
jE7. T., 1916, p. 304. 

® See D- Havidson, Piksbankens sedelutgivning,” JSJ. T., 1918, 'No. 3, p. 106. 

^ E. Heckscher, in Sweden, Norway, Denmark and Iceland in the World 
War ” {Economic and Social History of the World War^ ed. Shotwell), 1930, p. 
210 . 

® See Betankande rdrande atgarder for penningvtodets regiering. (Official 
publication, 1018.) 
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together with a stricter regulation of foreign credits. Davidson 
defended this proposal against the severe attacks of Professor 
Heckscher by emphasising the serious depletion of Sweden’s 
capital resources and the inadvisability of relying merely on a 
high discount rate.^ A Capital Control Board, under the aegis of 
the Central Bank, was actually formed in October 1918 ; but it did 
not come to fruition, as the Armistice completely altered the 
situation.^ 

Immediately after the War an early return to the gold 
standard was advocated by Professor Heckscher. Davidson ® 
supported Wicksell’s view that “ to hitch our monetary waggon 
to a train without knowing where it is going seems to me hardly 
worthy of a country whose economists, old and young, possess 
at least as profound an understanding of monetary matters as those 
of any other country.” * Nevertheless, Sweden led the way in 
returning to the gold standard in 1924. 

3. The “ Valtie of Goods ” and the “ Value of Money.'* 

Davidson developed his monetary theory in several articles 
published in Ekonomisk Tidskrift.^ To do justice to his doctrine 
it would be necessary to explain his peculiar absolute cost theory 
of value which derives from Bicardo ; but it is not proposed to 
attempt it here. All the difficulties of the Ricardian theory are, 
of course, encountered, but they are not surmounted. He has 
never given valid reasons for not accepting Wicksell’s statement 
of the theory of value in tJber Wert, Klapital und Rente ” and 
Vol. I of the Lectures, but clings to the idea that “ when the value 
relation between two goods changes, it may be that the absolute 
value of one of them alters, or that of both in opposite directions, 
or in the same direction but in different degree.” ® The doctrine 
of the “ value of money ” is thus developed in conjunction with 
the notion of the “ value of goods ” based on an absolute cost 
theory. 

According to Davidson’s conception, the relation of the part 
to the whole in the case of a stock of goods is different from what 
it is in the case of money. A stock of commodities is a collection 
of individual items ; but the units in a stock of money have signi- 

^ Ransonering av kapital,’* E. iT.. 1918, No. 8, pp- 267 ff., and ‘‘ Ransoner- 
ing av kapital an en gang,*’ jE 7. 1918, No. 9, pp- 289 ff. 

^ See Hecksclier, op. cit.^ pp. 234—5. 

** “ Striden om Sveriges myntfot,” JE. T., 1923, pp. 132—3. 

^ Wicksell, Vaxelkursernas gata,” JE. 37., 1919, p. 103. 

5 1917, 1918, 1920, 1922, 1923, 1925, 1926, 1931 and 1933. 

® ‘‘ Valutaproblemets teoretiska innebord,” JE. T., 1920, p. 73. 
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ficance only because they are parts of the whole. Air increase 
in the number of money units is nothing but a splitting up of the 
whole into smaller parts He then argues that the problem of the 
value of money has two aspects : the value of the total stock of 
money and the value of the monetary unit. Both these can 
change. The value of the total stock of money will depend on 
changes in the rate of turnover of the stock of goods per unit of 
time.® The value of the unit of money will alter through a split- 
ting up of the total stock of money into a larger or smaller number 
of units. The forces which determine the rate of turnover of 
goods per unit of time are largely independent. But the value of 
the monetary unit can be arbitrarily controlled, in the sense that 
the whole can be split up into a larger or smaller number of units. 

What, then, is the implication of a monetary policy which aims 
at giving the monetary unit a constant objective value ? It 
means that money should be “ managed ” in such a way that 
commodity prices should always correspond to the objective, but 
variable, values of the commodities.® Expressed in more usual 
terms, it implies that when productivity rises the price level should 
fall correspondingly ; and when productivity diminishes the price 
level should rise in the same proportion. In this way the price of 
the “ composite commodity ” would vary in the same proportion 
and direction as the quantity of means of production necessary to 
produce it. This was a rough formulation of a “ neutral ” money 
theory. 

In his interpretation of war-time inflation in Sweden Davidson 
always gave due weight to the “ scarcity of commodities.” * The 
rise in the price level which can be imputed to this cause is a 
necessary occurrence and does not involve a fall in the value of 
the monetary unit in his sense of the term. No change in the 
money rate of interest is called for, in so far as the price level 
merely rises in proportion to the change in productivity. If 
monetary policy were to keep the price level stable, a redistribution 
of incomes would take place, so that the recipients of fixed incomes 
would find their purchasing power undiminished. They would 

1 See “ Till fr^gan om penningvardets regiering under krxget och. darefter,’* 
E. T., 1923, pp, 216 ff. 

® The velocity of circulation is determined partly by the rate of tui'nover of 
goods during the unit period and partly by habits regarding cash holdings. It is 
pointed out that velocity varies for different kinds of payments ; and it is assumed 
that in the short run it can usually be regarded as constant - 

^ Loc. cit,, pp. 225—6. 

* JS7.gr. see Riksbanken och penningvarde under kristiden,” jE7. T., 1926, 

pp. 1-22. 
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thus suffer nothing from the decline in productivity and their 
incomes would involve the utilisation of a larger proportion of the 
country’s means of production.^ 

If there is no such change on the side of goods and the price 
level rises owing, e.gr,, to the money rate being below the natural 
rate, there will be a redistribution of incomes to the detriment of 
the recipients of fixed incomes. This rise in the price level denotes 
a fall in the value of the monetary unit ” and the remedy for 
it is a “ normal money rate of interest.” ^ 

It is relevant here to refer to the contribution which Davidson 
made to the controversy between Wicksell and Gustav Akerman 
in 1922. This discussion turned on the difference between the 
doctrine of the “ normal rate of interest ” found in Wicksell’s 
Geldzins und Ollterjpreise and the position taken up in the F'orZe- 
sungen. In the former work Wicksell held the view that every 
movement of the general price level is to be attributed to a dis- 
crepancy between the money and the natural rate : in the 
Vorlesungen, however, he conceded that an increase in the supply 
of gold or an issue of paper money can lead to a rise in the price 
level even though the loan rate of interest is “ normal.” Gustav 
Akerman in an article in EJconomisk TidsTcrift in 1921 tried to show 
that the Geldzins und GHXterpreise doctrine was the correct one.® 
He takes a case where paper money is the only circulating media 
and the State takes over the savings of the community for unpro- 
ductive expenditure and pays for them by an issue of paper money. 
This obviates the fall in the natural rate which the addition to real 
capital would have otherwise brought about ; the savers put the 
notes in the banks and there will be no rise in the price level unless 
the banks allow these notes to get into circulation by reducing their 
loan rate below the natural rate. To complete the argument he 
maintains that, although the loan rate may be nominally equal to 
or above the natural rate, there will be a stimulus to investment 
as long as the “ subjective loan rate,” in Irving Fisher’s sense, is 
below the natural rate. In this way Akerman seeks to draw out 
the logical conclusions of the doctrine, expressed imperfectly by 
Wicksell in Geldzins und CHlterpreise, and concludes that the banks 
by maintaining a “ normal ” money rate can stabilise the general 
price level. 

Space does not allow us to give a full account of Wicksell’s 

^ See “ Till fr&gan om penningvardets regleriri^ ixnder kriget oeh. dArefter,” 
E. T.y 1922, pp. 90-114. 

® See G. Akerman, “ Inflation, penningmangd oeh. ranta,” E. T., 1921, pp. 
143—62; and 1922, pp. 5—9. 
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reply. ^ He admitted the weakness of Chapter XI of Geldzins, 
but asserted that the version of his views expressed in the Vorle- 
sungen was designed to remedy that imperfection. He conceded 
that Fisher’s concept of a “ real rate ” was a useful one ; but it did 
not help to explain the origin of a price movement. The idea of 
a “ subjective loan rate ” assumes that the movement of the 
price level has been going on long enough to enable the entre- 
preneurs to form some opinion as to its future course. 

Davidson intervened in this controversy ^ in the r61e of an 
honest broker. He thoroughly enjoyed the spectacle of Wicksell’s 
temper being somewhat ruffled by the awkward appearance of one 
of the skeletons from his cupboard, and ironically remarked that 
Wicksell should have been pleased, for whichever side won it would 
be a Wicksellian victory. Davidson begins by suspecting that 
Akerman and Wicksell do not mean the same by “ normal rate of 
interest.” Akerman had omitted to give a precise dejfinition ; and 
if his normal rate denoted that rate which would prevent inflation, 
then his theory would be correct but would also be mere tautology. 

The money rate is normal when it is equal to the marginal rate 
of return on capital investment. Davidson agrees that a normal 
loan rate does prevent the injection of new money through the 
channel of the Bank. But Akerman’s thesis was that new paper 
money issued by the State in the usual way cannot bring about 
inflation as long as the Bank keeps its rate normal. This is 
incorrect. If there is to be no rise in the price level as a result of 
an issue of paper money, the Bank must simultaneously withdraw 
a corresponding amount of money from circulation. It can do 
this only by raising its loan rate above normal. In this way 
entrepreneurs will be prevented from getting access to the current 
supply of capital disposition, so that the demands of the State can 
be met out of these resources without a rise in the price level. If 
the State increases its command over the community’s resources 
through a general income tax and thereby causes a rise in the 
natural rate, the maintenance of a normal loan rate will prevent a 
rise in prices. But if the State increases its command by issuing 
new paper money, a normal rate will not be sufficient to obviate 
a rise in the price level. 

In brief, Davidson thinks that the instrument of the bank rate 
is an effective means of preventing changes in the value of money 
only in certain well-defined cases, e.g. when the initial cause of 
inflation is a loan rate below the natural rate. Movements of 

1 B. T., 1921, pp. 167-71; and 1922, pp. 10-12. 

® “ Om begreppet normal penning ranta,” E. T., 1922, pp. 13—30. 
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the price level are brought about by many complex causes. When 
the impetus comes from State borrowing or the inflow of gold from 
countries experiencing an inflation, a “ normal ” loan rate is no 
deterrent. The “ value of money ” must be distinguished from 
the “ purchasing power of money ” : in so far as the price level 
moves in response to factors on the goods side, e.g. a change in 
productivity, the bank rate should be left unchanged. Finally, a 
policy of keeping the value of money stable may imply instability 
in the system as a whole. The measures required for stabilising 
the value of money might inflict greater fluctuation on the economic 
system than a change in the value of money would involve in 
similar circumstances. 

4. The Importance of Davidson’s Work. 

Davidson has always excelled as a critical mind, and deserves 
full credit for the penetrating way in which he exposed the weak- 
nesses in Wicksell’s monetary propositions. Just as in his first 
essay he caught a glimpse of ideas regarding the accumulation of 
capital which were later to be seen in their fullness in BQhm- 
Dawerk’s treatise, he opened up a line of thought in his first 
controversy with Wicksell which has become a commonplace in 
post-war fluctuation theory. He ranks as one of the keenest 
students of Ricardo ; but it is a pity that he should have tried to 
present a revised version of the classical theory of value. This part 
of his work has had no fruitful eflect, though it did not vitiate his 
contribution to monetary theory. He was able from the beginning 
to reject the idea that the value of money and the general level of 
prices are synonymous and correlative concepts, and that the aim 
of monetary policy should be the stabilisation of the price level.^ 
Ruilding on Wicksell’s fundamental theory of the normal ” rate 
of interest he was led to a position similar in essence to that 
expressed later by Mr. D. H. Robertson in the following words : 
“ The aim of monetary policy should surely be not to prevent all 
fluctuations in the price level, but to permit those which are 
necessary to the establishment of appropriate alterations in output 
and to repress those which carry the alterations in output beyond 

^ It is interesting that I>avidsorL, in a recent article Knut Wicksell och 
varuv&rdet ” (BJconomish TidsJcrift^ 1934, Haft I), tries to show, on the basis of 
quotations from an article written by Wicksell in 1925, that Wicksell had virtually 
admitted the validity of his doctrine regarding “ the value of goods ’’ and “ the 
value of money.** Wicksell*s article, which is now reprinted in the JSeitrdge zur 
Geldtheorie (ed. by Hayek), was chronologically his last word on the subject, 
but was never meant to be taken as a careful restatement of his doctrinal views. 
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the appropriate point.” ^ Moreover, Davidson has made a 
cardinal point of what Mr. Robertson calls “ fluctuations in the 
desirability of acquiring instruments.” ^ Perhaps his greatest 
achievement was to be the first to show that, to use the words 
of Professor Robbins, “ the proposition that the money rate 
of interest which keeps prices stable is also the rate which clears the 
market of voluntarily accumulated capital, breaks down when the 
conditions of capital supply are either progressive or retro- 
gressive.” ® 

We have seen that Davidson attached much importance to the 
redistribution of incomes that occurs during fluctuation. If he 
had carried his analysis further he might have contributed more 
to the essentials of a theory of the trade cycle. His handling of it 
was originally marred by his ethical preoccupation ; and in the 
later developments it got mixed up with his “ absolutist ” theory 
of the “ value of goods.” It is better, however, to start from the 
position established by Mises,* who pointed out that changes in the 
money supply affect the rate of interest through the medium of a 
redistribution of property and incomes. The change in the rate 
of interest is not, therefore, a direct function of the change in the 
supply of money : it depends how the distribution of incomes has 
been affected. A new income distribution causes individuals to 
apply their resources as between present and future differently 
from what they would have done otherwise. Mises suggests that 
the change in the distribution of income due to the fall in the 
value of money ma^ bring about an increase in saving and a 
lowering of the cost of living. 

The significance of this has not been sufficiently realised in 
discussions of forced saving. Wicksell’s view was that, given a fall 
in the money rate, the forced saving done by fixed income recipients 
might more than offset the decline in voluntary saving as a result 
of the lower rate of interest ; consequently the process would not 
be cumulative, but would stop as soon as the increase in the supply 
of real capital had brought the rate of return down to the level of 
the money rate.® Rut this overlooks the whole significance of 
forced saving. What can be reasonably argued is that a lowering 
of the money rate can bring about shifts within the income 
structure which will lead to a higher rate of voluntary saving ; the 

^ Banhing Policy and the Price Bevel (1926), p- 39. 

^ O'p. cit., p. 94. 

^ Introduction to Wickseirs Lectures on Political Economy, VoL I. (1934), p. 
xvii. 

* Theorie des Geldes (1924), pp. 358 
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discouraging effect of a lower interest rate (assuming that to be 
the case) may be more than compensated for. If this happens, 
the element of forced saving in the situation will be prevented from 
producing a cumulative rise in the price level and a lengthening of 
the structure of production which would later prove “artificial.” 
It must be added, however, that this argument assumes that, after 
the initial impact of the fall in the money rate on prices, the entre- 
preneurs expect prices to continue unchanged in future. If they 
act on the anticipation that prices will go on rising, the net 
increase in voluntary saving will be powerless to arrest a cumulative 
process away from equilibrium. 

The direct influence of Davidson’s life-work has been confined 
to Sweden. Wicksell had a very high opinion of his analytical 
ability and always treated his pronouncements with the greatest 
respect ; and this admiration was shared by the generation of 
economists represented by Professors Sommarin, Brock, Heckscher, 
Brisman and Bagge. The younger school of Swedish economists 
have inherited a rich legacy of thought, and the imprint of 
Davidson’s work is easily discernible. Working with this refined 
equipment. Professors Lindahl and Myrdal have proceeded to 
reinterpret the Wicksellian theory of the “ cumulative process ” 
and have deepened our understanding of the causation of fluctua- 
tion by linking the theory of risk with monetary theory. Lindahl’s 
JPenningpoliUkens Mdl och Mede^ ^ contains a valuable analysis 
of “ the cumulative process ” under various assumptions. He 
chooses as the given end of monetary policy “ the diminution of 
the risks which imperfect foresight implies for economic activity, 
thereby reducing economic friction to a minimum.” He then 
expounds, in various approximations, the means best calculated 
to achieve this end. The practical norm for monetary policy 
which he suggests is that the price level of consumers’ goods should 
vary inversely with productivity. In this respect Lindhal proves 
to be a good disciple of Davidson. Myrdal, having written a 
valuable book on risk and equilibrium theory ,2 has devoted himself 
to a reinterpretation of Wicksell’s “ natural ” rate as a value- 
productivity rate and has sought to define the concept of equili- 
brium which is appropriate for the study of fluctuation in a mone- 
tary economy.® Part of his inspiration is also traceable to 
Davidson’s writings. Space forbids the mention of the contri- 

^ A revised version of tMs work in Englisli is expected in tlie near future* 

2 JPri^hildningsprohlemet och Foranderligheten (1927). 

® I>er Gleicligewiclitsbegriff als Instrument der geldtlieoretischen Analyse,” 
Beitrdge zvlt Qeldtheorie, ed. BEayek (1933)* 

No. 177. ^VOD. XLV. E 
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iDTitioiis of otlaer Swedish, economists, e.g. Professors Ohlin, 
G. Akerman and. Dr. J. Akerman. 

As far as the outside world, is concerned, Davidson has through- 
out his life heen content to hide his bright light under a bushel ; 
but no one who is acquainted with his work will doubt that he is 
among the powerful thinkers recruited by economic science within 
the last two generations. 

DE,iNr.B-5r Thomas 

London School of Economics. 



EDaEWORTH’S THEORY OE HUOPOLY PRICE ^ 

A. NEW generation often bmslies decisively aside what was 
once considered the final truth. This paradox is definitely, 
though somewhat inconspicuously illustrated in the theory of 
competiticm, among a few. Cournot was first to perceive the 
problem. 2 When Cournot’s work finally attracted posthumous 
attention. Professor E. Y. Edgeworth became his best known 
critic.® So effective was Edgeworth’s counter-approach that in 
the very last years of his life he was still able to say, “ The demoli- 
tion of Cournot’s theory is generally accepted.” * But in the same 
way that Edgeworth disputed the departed shade of Cournot, 
so in our generation voices arise to contradict his own spirit.® 
In the face of a second general reversal of opinion, the present 
article is in part a defence of Edgeworth. 

It is important to note that Edgeworth’s contribution to the 
theory of duopoly is conditioned by the assumption of increasing 
cost. In his paper on “ The Pure Theory of Monopoly ” he 

^ This axticle was completed, by the writer during his tenure of a Sterling 
research fellowship at Yale University. 

^ A.. A, Cournot, MecTierches sur lea ^prino'i'pes TrbatThirnatiquea de Icb thdorie dea 
richeaaea (Tails, 1838). lEinglish translation by N. T. Bacon, with Introduction 
and Notes by Irving IFisher (Macmillan, 1897; reprinted 1927, 1929). See also 
A. A. Cournot, JPri^nci'pea de la thdorie dea ridhessea (Paris, 1863) ; Mefirue aztamnaire 
des doctrirhes dooTtoTniques (Paris, 1876). 

Luigi Amoroso, Italian mathematical economist, was Cournot’s most ardent 
disciple. Lezioni di ecoTtomica matematica (Bologna, 1921), pp. 254^.; “La 
curva statica di o^erta,” Giomale degli econoTTiiati, Yol. ILilSlIK. (1930), pp. 1—26. 

® P- Y. Edgeworth, Mathematical JPaychica (London, 1881); reprint by the 
London School of Economics and Political Science (1932). “ La teoria pura de 

monopolio,” Qiomale degli economiati, Jfuly 1897, pp. 13—31 ; English translation 
in P. Y. Edgeworth, I^apers Relating to JPolitical Mconomyj Vol. I, pp. 111—42. 

^ Edgeworth, Ra'pera^ Vol. I, p. 111. 

® Knut 'NVicksell, “ Mathematische Nationalokonomie,” A.rchw Jut Sozial- 
ujiaaenachajt und Sozialpolitih^ Vol. LVIII, Heft 2 (1927), pp. 252—81, especially 
pp. 267—76; Joseph Schumpeter, “The Instability of Capitalism,” Ecoostomic 
J oxmisrjLii, Vol. XXXVIII (1928), particularly pp. 369— 70 n.; Harold Hotelling, 
“ Stability of Competition,” Ecowomio JoumsTAL, Vol. XXXIX (1929), pp. 41— 
67 ; E. H. Chamberlin, ** Duopoly : Value when Sellers are Pew,” Quarterly 
Journal of Economical Vol. XLIV (1929), pp. 81—100; Erich Schneider, “ Zur 
Theorie des mehrfachen Monopols,” Ajrchw fiXr Sozialwiaaenachajt und Sozial- 
politih, Vol. LXIII (1930), pp- 641—46; Erich Schneider, Reine Theorie mono-- 
poliatiacher Wirtachaftaformen (Tubingen, 1932), especially pp. 132—75; Edward 
Chamberlin, The Theory of Monopoliatic Competition (Harvard University Press, 
1933), pp. 30-66. 

E 2 



62 


THE ECONOMIC JOTJRN-AI; 


[march 


featured “ an extreme case of increasing cost,” one in which there 
were no costs at all except in the sense that production beyond a 
certain limit was subject to infinite cost, i.e. impossible. A case 
of gradually increasing cost is treated in mathematical language 
in his review of Amoroso.^ The form in which Edgeworth’s 
ideas are expressed, however, is not nearly so important as their 
content. Therefore, instead of following the unusual diagrams 
and symbols of his original presentation, a more conventional 
illustration may be considered. 

jLet us suppose that a certain uniform commodity is produced 
for a given market in twelve factories, each subject to identical 
conditions of increasing cost as shown in Table I. The figures 
in this table include transportation and selling costs as well as 
those of physical production. The product is sold to an extremely 


Table I 

Schedule of Costs for each Factory, 


Quantity j 

produced.* 

Fixed Costs. 

Total 

Variable Costs. | 

Average 
Variable Costs. 

Marginal 

Costs. 

0 

2,000 

0 

010 

0-10 

2,000 

2,000 

300 

0*15 

0-20 

4,000 

2,000 

800 

0-20 

0-30 

6,000 

2,000 

1,500 

0-25 

0-40 

8,000 

2,000 

2,400 

0*30 

0-50 

10,000 

2,000 

3,600 

0 35 

0-60 

12,000 

2,000 

4,800 

0-40 

0-70 

14,000 

2,000 

6,300 

0-45 

0-80 

16,000 

2,000 

8,000 

0-50 

0-90 

18,000 

2,000 

9,900 

0*55 

100 

20,000 

2,000 

12,000 

0-60 

110 


*** Units per interval of time. All quantities in the following tables and in 
the text are to be interpreted in this sense. 


large number of buyers, each of whom purchases a very small 
part of the total. An assumed schedule representing the total 
demand is shown in Table II. In this particular case 0*60 may 
be termed the price of perfect competition, for at this price each 
factory can produce and sell as under perfect competition a 
quantity (10,000 units — see Table I) the marginal cost of which 
is exactly equal to price 0-60. The total production of all twelve 
factories, i.e. 120,000 units, is then exactly equal to the quantity 
demanded at price 0*60 (see Table II). On the other hand, if 
all twelve factories are combined under monopoly management, 

1 “ The Mathematical Economics of Professor Amoroso,” Economio Jotirnal, 
Vol, XXXII (1922), pp. 400-407. 
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it may be shown on the basis of the information in Tables I and II 
that the monopoly realises a maximum profit at price 1-00. 


Table II 
Demand Schedule 


Price. 

Quantity. 

0-40 

144,000 

0-50 

132,000 

0-60 

120,000 

0-70 

108,000 

0-80 

96,000 

0-90 

84,000 

1-00 

72,000 

1-10 

60,000 

1-20 

48,000 


Special attention is invited, however, to the behaviour of 
prices when productive facilities are divided between two inde- 
pendent combinations. For convenience in calculation let us 
assume that each combination controls six factories. From 
Table I may be derived a schedule of costs for each group of six 
factories as shown in Table III. The managers of the two com- 
peting combinations may be designated A and B. When the 


Table III 

Schedule of Costs for each Group of Six Factories. 


Quantity 

produced. 

Fixed Costs- 

Total 

Variable Costs. 

Average 
Variable Cost. 

Marginal 

Cost. 

0 

12,000 

0 

0-10 

0-10 

12,000 

12,000 

1,800 

0-15 

0-20 

24,000 

12,000 

4,800 

0-20 

0-30 

36,000 

12,000 

9,000 

0-26 

0-40 

48,000 

12,000 

14,400 

0-30 

0-50 

60,000 

12,000 

21,000 

0-36 

0-60 

72,000 

12,000 

28,800 

0-40 

0-70 

84,000 

12,000 

37,800 

0*46 

0-80 

96,000 

12,000 

48,000 

0-50 

0-90 

108,000 

12,000 

59,400 

0-56 

1-00 

120,000 

12,000 

72,000 

0-60 

1-10 


market opens, it may be supposed that A offers to sell ^ at price 
1-00. If A maintains this price, and if ^’s customers all desert 

^ It is implicitly assumed in Edgewortli’s analysis of duopoly tliat prices are 
named by sellers. Buyers have an indirect influence but no direct voice in the 
determination of prices. On the other hand, prices in Cournot’s market depend 
upon competitive bidding among buyers, and sellers have no direct voice. Bor 
further analysis of this difference see A- J. Nichol, ‘‘ A Re-appraisal of Cotxmot’s 
Theory of Duopoly Price,” J'oumal of JRoHtical Economy ^ Vol, XDII (1934), 
pp, 80—105. 
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him in so far as a sufiS-cient quantity is available at any lower 
price, it is to S’s greatest advantage to sell at a price slightly 
lower than 1-00, taking all JL’s business temporarily away from 
him. Edgeworth assumed extremely minute gradations in price, 
but no great violence is done to his theory if instead no gradations 
in price are considered less than one-hundredth of the standard 
monetary unit. JB then may be expected to sell at price 0*99. 
With positions reversed, j4. finds it to his greatest immediate 
advantage to cut to price 0*98. Prices in accordance with 


Table IV 


Step- 

A^s Price. 

Price. 

A^s Sales. 

JB’s Sales. 

1 


— — 

72,000 

0 

2 

1-00 

0-99 

0 

73,200 

3 

0-98 

0-99 

74,400 

0 

4 

0-98 

0-97 

0 

75,600 

16 

0-86 

0-87 

88,800 

0 

16 

0*86 

0-85 

0 

90,000 

* 17 

0*84 

0-85 

88,800 

2,368 

IS 

0-84 

0-83 

4,738 

87,600 

19 

0-82 

0-83 

86,400 

7,108 

20 

0-82 

0-81 

9,478 

85,200 

21 

0-80 

0-81 

84,000 

11,860 

22 

0*80 

0-79 

14,222 

82,800 

23 

0-78 

0-79 

81,600 

16,695 

24 

0-78 

0-77 

18,969 

80,400 

29 

0-72 

0-73 

74,400 

30,845 

30 

0-72 

0-71 

33,222 

73,200 

31 

0-70 

0-71 

72,000 

36,600 

* 32 

0-70 

0-69 

37,978 

70,800 

* 33 ? 

0-68 

0-69 

69,600 

40,367 


* Indicates step to which special reference is made in the text. 


Edgeworth’s conception continue to drop, with results as shown 
in Table IV. 

In each of the first steps of the process the manager who has 
just cut his price takes up all the available business, leaving none 
at all for his rival. As soon as prices fall below 0*85, however, if 
the leader in any new price adjustment sells all that is asked at 
his price, he loses money on part of his sales, as may be seen by 
comparing Table II and the schedule of marginal costs in Table III. 
Consequently, in step 17 Table IV and thereafter, the price leader, 
whether A or JB, may be expected to restrict his sales and meet 
only part of the demand. Thus the momentarily passive seller 
in each of these steps retains a part of the business. This part 
at first is small; but as prices continue to fall, the price leader, 
restricting his own sales in order to keep his marginal cost down 
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to the level of his price, leaves more and. more business to bia 
rival. The process may continue until at price 0*60 the two 
competitors share the business equally.^ 

Before price 0*60 is reached, however, one or the other of the 
two rival managers may perceive that an increase in price has 
become profitable. Whenever either competitor cuts big price 
but fails to supply all those who are willing and able to buy from 
hun, the other competitor, instead of offering his rival’s customers 
a further reduction in price, may if he chooses deal only with those 
unable to buy from his rival, and charge them a higher price.® 
Such procedure is possible in step 17 and every step in Table IV 
thereafter; but at first, because of the small volume of business 
thus obtainable, this sort of tactics does not pay. Even when 
it becomes possible to make a considerable profit in this manner, 
further reductions in price continue for some time to be more 
profitable. As prices drop lower and lower, however, the advan- 
tage gained by underselling one’s rival becomes less pronounced. 

Buyers are repeatedly divided into two groups : (1) those 

who succeed in purchasing at the lower of two prices, and (2) 
those who do not. A change in the composition of each group 
may be expected with each new price adjustment, but at any 
given time each group tends to have at any particular price or 
over any given range of prices the same elasticity of demand. 

1 Tbe price-CTitting process just described creates tbe impression in some 
readers’ minds tbat all Edgewortb described was “ cnt-throat competition*” 
See, for example, tbe reaction of Dr. Eiicb Schneider, Reine Theorie mono^ 
'poHetiadher Wirtachajtsformen, pp. 132—75. Edgeworth, however, anticipated and 
refnted this interpretation in his own summary analysis. 

" The instability is dne not merely to the hope of one monopolist to ruin his 
rival by ‘ cutting prices,’ a case that has often been described, but also to a 
more fundamental though less obvious cause. The instability does not cease in 
cases where it is not possible for one monopolist to drive the other completely 
of? the field.” (Edgeworth, Rapera, Vol. I, p. 136.) 

* Edgeworth first advanced the proposition that perfect iiniformity of price 
is not a necessary assumption in analysis of imperfect competition. See JSdctthe^ 
matical JPsychica^ p. 47. Cournot’s assumption of one and the same price for 
both duopolists immensely simplified his analysis, and at the same time divorced 
it from reality. If two sellers, subject to no external interference, always charge 
the same price, there can be only two explanations of the fact. Either there 
is a price agreement between them, or else price is determined by competitive 
bidding among buyers for the comhined ofierings of both sailers- In the first 
case we have monopoly but not duopoly ; in the second case, a phenomenon 
which seldom actually occurs. 

Tn most cases in which sellers charge different prices, buyers also pay different 
prices— even though offerings are exactly alike. Sales do not necessarily take 
place at exactly the same time. Presumably there is first a rush to buy at the 
cheaper price; but a sensible person, finding the article he desires all sold out 
in one place, does not refuse to buy it elsewhere at a higher price if it is worth, 
that much to him. 
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Though there may be great variation in the nature of individual 
demands,^ nevertheless, in accordance with the law of large 
numbers, the total demand of each group tends to have the same 
general characteristics as the demand of the whole body of buyers, 
and in particular the same elasticity. 

In accordance with this tendency a turning-point is reached 
in the movement of prices when step 32 in Table IV has been 
completed. At this juncture jB has sold 70,800 units at price 
0*69. This amount is 69/91 of 109,200 units, the total quantity 
demanded at this price. Then to the buyers who if they could 
would take the remaining 32/91 at price 0*69, A can sell 32/91 
of the total demanded at any higher price. A schedule of such 
amounts is shown in Table V. By interpolation in Tables III 


Table V 

(Derived from Table II.) 

JD&mand Schedule for A-’s Offerings at Prices above 0*69 when B is 
Selling 70,800 Units at Price 0*69. 


Price, 

Quantity. 


32/91 of 108,000 = 37,978 

0-80 

32/91 of 96,000 = 33,768 

0-90 

32/91 of 84,000 == 29,538 

1-00 

32/91 of 72,000 = 25,319 

1-10 

32/91 of 60,000 = 21,099 

1-20 

32/91 of 48,000 == 16,879 


and V it may be shown that A obtains a maximum profit at 
price 0*96. At this price he obtains more profit than at any 
other price included in the schedule in Table V. As shown in 
Table VI, A’s profit at 0*96 is also slightly greater than he can 
obtain by cutting his price to 0*68. !No similar condition has 


Table VI 

Mesults of Two Possible Price Quotations by A following Step 32, 

TaMe IV. 


Price. 

Sales. 

Gross 

Receipts. 

Total Cost. 

Net Profit- 

0-96 

27,007 

26,926-72 

17,739-80 

8,186-92 

0-68 

69,600 

47,328-00 

39,144-00 

8,184-00 


^ Edgeworth simplified his analysis by assuaniog all individual demands to 
be exactly alike. The same general results tend to follow even if there is great 
variety in the nat-ure of individual demands. 
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previously arisen. At this point, therefore, A may be expected 
to raise his price to 0*96. It is then to 5’s advantage to raise hia 
price to 0*95. As soon as he does, another long series of price 
reductions begins ; but when either A’s price or .B’s price becomes 
equal to 0*69, the other competitor will raise his price to 0*96 
again. Thus, in accordance with Edgeworth’s assumptions, 
prices tend to fluctuate perpetually within the limits of 0*96 
and 0*69. 

From a superficial reading of Edgeworth’s paper on The 
Pure Theory of Monopoly ” it is easy to gain a false impression 
of the range of price oscillation in his market. Edgeworth himself 
described in detail an initial fluctuation between the level of pure 
monopoly and that of unlimited competition, but in accordance 
with his analysis prices by no means continue to move throughout 
this entire range. 

“ And so we return to the position from which we started and 
are ready to begin a new cycle. This need not have exactly the 
same path as that which we have described. For at every stage 
in the fall of the price, and long before it has reached its limiting 
value, it is competent to each monopolist to deliberate whether 
it will pay him better to lower his price against his rival as de- 
scribed, or rather to raise it to a higher, perhaps the initial, level 
for the remainder of the customers of whom he cannot be deprived 
by his rival.” ^ 

If we examine closely any particular problem, the narrower 
range within which Edgeworthian prices tend to be confined may 
be at least approximately determined. It has been so determined 
in the problem just discussed. Any formulas to which the answer 
may be subject are exceedingly complicated ; but it may be noted 
that in general the upper limit of price oscillation is lower than the 
price of pure monopoly, and the lower limit higher than the price 
of unlimited competition. Thus 0*96 is lower than 1*00, and 0*69 
is higher than 0*60. 

Other problems of interest and importance arise if productive 
facilities are divided among more than two competitors. The 
twelve factories under consideration may be equally divided 
among three, four or six independent combinations ; and indeed 
each of the twelve factories may have its own individual manage- 
ment. In all these cases, if no change is assumed in the general 
behaviour of buyers and sellers, the limits of price oscillation 
may be determined by the same general arithmetic methods 
already exemplified. Solutions may be obtained much more 
^ Edgeworth., JPapers, Vol. I, p. 120. Italics inserted. 
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q^uiokly, hoTrever, by the use of algebra and calculus.^ At the 
same time much finer gradations in price may be considered. 
Let N stand for the number of competing groups. The total 
demand represented in Table II may also be represented by 
either one of two equivalent equations, viz. : 

(1) I) = — 120,000 p + 192,000. 

(2) p = 120,000 

The total cost of any quantity s produced in any factory in this 
problem (see Table I) may be represented by the function : 


40^ + 

12 

Each manager controls factories. 
12 

produced in factories is : 


12 

The total cost of units 


w]r [40^00 + + 

12 . . iViS 

Let ^3 be designated S. Then substituting s =-Y 7 r ha (4), 

Jy XjU 

and simplifying, we have the total cost of any quantity S pro- 

12 

duced in any group of factories expressed as follows : 


( 6 ) 


480,000 


+ O-IO^S -{- 


24,000 
N ' 


Corresponding marginal cost is represented by the first derivative 
of (6) with respect to S : 


( 6 ) 


NiS 

240,000 


H- 0-10. 


JN' — 1 managers may be supposed in the process of competition 
to reduce their prices to a general level p^, their individual prices 
differing from p^, if at all, by negligible amounts. At this price 
or prices they do not satisfy the entire demand, but restrict 
production so that marginal cost is equal to price. Thus, if 
represents the production of anyone of them, 

(7) Pi = 240,000 

Solving for : 

(8) Si 24,000 (lOy, — 1). 


^ Tliose not interested in tlie matliematical analysis following may perhaps 
be interested in its results shown in Table VII, p. 60 below. The s3unbols, 
Z> for amount demanded^ and p for price, are adapted from Cournot. 
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The total amount produced and sold by N — 1 competitors is : 

(9) ^ 24,000 (lOpi - 1). 

The total demand at price conforms with the equation : 

(10) r> = — 120,000 x>x + 192,000. 

The unfulfilled demand is equal to the difference between (9) 
and the right-hand member of (10). This difference may be 
expressed as follows : 

(11) ^24,000[(— 15iV -f- 10)pi — 1]. 

Dividing (11) by the right-hand member of (10), we obtain the 
proportion of the demand unfulfilled : 

(— 15iV^ -f- 10)pi + 9iV — 1 

N ( — 5pi + 8) 

With JN" — 1 competitors selling the quantity indicated in (9) 
at price Pi, it is assumed that the other competitor can fulfill the 
unsatisfied portion of the demand at any higher price such as 
jPa* (1) and (12) his sales /S'g at price Pz conform with the 

equation : 

(13) ~ ^ 120,0002>, + 192,000). 

Solving for p^ : 

^(— 5pi -j- 8 )jSz 


( 12 ) 


(14) p^ = 


-h 1*60. 


— 120,000[(— 15iV + 10)^1 + 9iV^ — 1] 

If profits at price p^ are to be a maximum, marginal revenue 
equals marginal cost. Thus : 

+ 9)/^ , i.«rk 


(15) 


,-fl-60 = 


-I-O-IO. 


— 60,000[(— 15iV-|-10)jpi-4-9iV— 1] ‘ 240,000 

Now if the manager who raises his price does so at the point 
where a further slight reduction in price would bring him a 
slightly smaller profit, we may disregard the extremely small 
differences involved and set the two possible profits equal. Thus : 

(16) ~ - 0-ios 


N 




N/S^^ 


o-iO/Sr» — 


24,000 


480,000 * N * 

To find the particular values of Px, Pz, and we have four 
equations, viz. (7), (13), (16), and (16). Solving simultaneously : 

/■i ^ + 1 

(17) Px = 


2(3iV — 2) 

( 18 ) 


0-40. 
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Solutions may also be obtained for Sx and S 2 , but are of no 
particular importance in present discussion. By assigning to N 
in (17) particular values 2, 3, 4, 6, and 12 respectively, corre- 
sponding values of px may be obtained. Tbese are shown in 
Table VII together with the corresponding values of p 2 - 


Table VII. 

Ranges of Rrice Oscillation when Twelve Factories are Equally 
Divided among Different Numbers of Competitors. 


Number of competitors . 

N 

2 

3 

4 

6 

12 

Eactories controlled by 

eachi ... 

12 

N 

6 

4 

3 

2 

1 

Upper limit of price os- 

cillation 


0-964 + 

0-963 4- 

0-948+ 

0-943 — 

0*938 + 

Bower limit of price os- 

cillation 

Pi 

0-686 — 

0-667 — 

0-642 + 

0*628 +• 

0*614 — 

Total range of oscillation 

Pa — Vx 

0-278 

0-296 

0-306 

0*315 

0*324 


The surprising feature of price oscillation according to 
Table VII is that the range of oscillation increases with each 
increase in the number of competitors. Thus when there are 
only two competitors, prices tend to fluctuate between 0-686 — 
and 0-964 + ; but when there are twelve, between 0-614 — and 
0-938 +• If productive facilities are assumed to be divided 
among still larger and larger numbers of competitors without 
any change in the general cost situation or the other assumptions 
of the problem, the lower limit of price movements approaches 
the freely competitive level of 0-60, but the upper limit descends 
only towards 0-93J. At first sight, then, Edgeworth’s theory 
of competition among a few does not appear to merge, as does 
Cournot’s theory, into an acceptable theory of competition among 
many. With any increase in the number of competitors, prices, 
instead of fluctuating less, fluctuate more.^ In Mathematical 

^ Cf- Edward Chamberlin, Theory of IMono'polistic Competition^ pp, 40 ff. 
Professor Chamberlin believes the continued instability of Edgeworth’s prices 
to be explained by an inconsistent monopolistic condition, viz. the division of 
the market into parts at the lower limit of price fluctuation. Edgeworth’s 
ma;rket, however, is repeatedly and consistently divided into parts. Before the 
lower limit of price oscillation is reached, each competitor, dissatisfied with the 
number of customers his rival leaves him, brings about a new division in the 
market by an additional price cut. At the lower limit of price oscillation, one 
competitor, accepting the customers whom his rival leaves, charges them a 
higher price. This difference arises logically out of past events, and involves 
no contradiction or inconsistency. 

In an attempt to better Edgeworth’s theory Professor Chamberlin falls into 
the same sort of inconsistency of which he accuses the original author. At the 
lower limit of price fluctuation he introduces competitive bidding among buyers 
— ^though elsewhere in his own revised version of the story no such bidding occurs. 
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Psychics Edgeworth analysed transactions between a few sellers 
and a few buyers, and advanced the proposition that any increase 
in the number of either made “ contract ” less indeterminate.^ 
In his paper on “ The Pure Theory of Monopoly ” he considered 
dealings between a few sellers and many buyers, but in this case 
any increase in the number of sellers seems to make “ contract ” 
more indeterminate. 

In actual practice the increasing range of price fluctuation 
may apply to a smaller and smaller proportion of the market. 
With productive facilities divided among numerous competitors, 
only the most alert and the most venturesome may raise their 
prices much, above the lower level of oscillation ; but if all com- 
petitors are equally alert, all of the market is equally unstable 
in accordance with Edgeworth’s assrunptions.^ 

The speed of Edgeworthian price movements may be expected 
to change with any increase in the number of competitors. Any 
downw’ard movement of prices tends to be swifter the more 
competitors there are. On the other hand, under the same 
conditions any upward price movement tends to be retarded. 
Thus, though prices fluctuate more widely when competitors 
are numerous, prices tend also to fluctuate more infrequently, 
and when they rise, fall back again more rapidly to a lower level. 
Upon this basis alone it is possible to reconcile Edgeworth’s 
theory of duopoly with the theory of perfect competition. If 
prices fluctuate more infrequently with any increase in the 
number of competitors, eventually they tend towards stable 
equilibrium. 

Fortunately there is still another explanation of the apparent 
discrepancy. Edgeworth’s analysis of competition between two 
involves an assumption which, though at least partially justifi- 
able under the original circumstances, certainly requires modifi- 
cation when the number of competitors is moderately increased, 
and must be entirely discarded when the number of competitors 
is unlimited. When there are only two competitors, and one 
raises his price above the other’s, it is comparatively easy for 
him to sell to all or almost all buyers who do not succeed in 
purchasing from his rival, provided his new price does not exceed 
these buyers’ demand prices. Edgeworth assumed full realisa- 
tion of this possibility by one or the other of his two competitors. 
As the number of sellers increases, however, it becomes more 
and more difficult for any one of them to perform a similar feat. 

1 McLthernatical JPsychica^ p. 20. 

^ Cf. Chamberlin, Theory of Monopolistic Competition, p. 41 n. 
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Potential customers at any price above the general level are 
more easily lost in tbe crowd. Any seller wbo tries to do busi- 
ness at a higher price has himself more difficulty in being seen 
or heard. Even if possible buyers come in contact with him, 
before they pay him his price, they call on other sellers to find 
out if their offerings have really been exhausted. Wben there 
is only one other seller, the temporary exhaustion of other offer- 
ings is readily verified ; not so when other sellers are many. In 
the meantime the seller who considers an increase in price is led 
to reverse his intentions and maJke further reductions in price. 
When any seller does increase his price, it is profitable to do so 
by a more moderate amount. Thus the increasing difficulty of 
actually transacting all potential business at any higher price 
naiTOws the range of price fluctuation, and brings it much nearer 
the level of perfect competition. No account has been taken 
of this practical consideration in previous mathematical analysis. 

When the number of competitors is unlimited, it becomes 
impossible for any individual among them to resist successfully 
a downward movement of price towards the equilibrium level, 
or to initiate by his own imaided efforts an upward movement 
from that level. This ultimate elimination of an initial possi- 
bility does not lessen the significance of Edgeworth’s analysis. 
In fact it brings out more clearly one of the outstanding differ- 
ences between competition among many and competition among 
few. When an unlimited number compete in the sale of the 
same product, each one to do business must keep his price down 
to the prevailing market level. On the other hand, when only a 
few sell the same product, each competitor enjoys a greater 
degree of liberty in the determination of his own price. 

A rising school of young economists is evolving theories of 
imperfect competition quite different from Edgeworth’s.^ A 
harvest of new ideas has already been gathered, some of them 
very xmsound. When two or more competitors sell the same 
general type of product, and one cuts his price slightly below the 
rest, it has been directly or indirectly assumed that none of the 

R. E. Harrod, “ ITotes on Supply,” Economic JomtNAi., Vol. XL (1930); 
Joan Robinson, “ Imperfect Competition and Railing Supply Price,” ibid., Vol. 
XLH (1932); Edward Chamberlin, The Theory of MonopoKatic Competition ; 
Joan Robinson, The JBJconomica of Imperfect Competition % R. F. Haxrod, “The 
Equilibrium of Duopoly,” Economic Joxjrnai., Vol. XLIV (1934) ; R. F. Harrod, 
” Doctrines of Imperfect Competition,” Quarterly Journal of Economical Vol. 
XLVUI (1934). 

See also Piero Sraffa, “ The Laws of Return under Competitive Conditions,” 
Eoonomio JottunaIj, Vol. XXXVT (1926); Harold Hotelling, “Stability of 
Competition,” ibid., Vol. XXXTX (1929). 
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other competitors loses many customers.^ Sellers would be 
happy indeed if this were always true. Sach individual com- 
petitor may build up through salesmanship, advertising, location, 
minor pecuharities of product, personal relationships, and type 
of service a following not easily estranged ; but in addition most 
markets contain buyers of indeterminate allegiance. To them 
one brand is not much better than others ; one location only a 
little more convenient; one type of service about the same as 
the rest. Some buyers have no preference at all for any indi- 
vidual seller or any individual offering. The presence of these 
TnaTginal buyers prevents the practical fulfilment of more than 
one current theory of imperfect competition. Doubtless Edge- 
worth’s assumption that all buyers are swayed by small reduc- 
tions in price does not apply to many real situations ; but even 
if a small minority of buyers can be so influenced, the general 
results may still be much as Edgeworth described. 

As an illustration take again with certain alterations the 
same problem with which the present study begins. Det the 
conditions now be as follows : (1) The cost of any quantity 

produced and sold by either of two competitors A and JB is again 
as shown in Table HI. (2) The total demand for the commodity 
still conforms with the schedule in Table II. (3) Either com- 
petitor by lowering his price 0*01 below his rival’s can take away 
from him an amomit of business equal to one-sisctJi the total 
amount demanded, but no more. (4) Of the remaining quantity 
demanded at any given price, one-half is demanded only of A, 
likewise an equal amount of JB. Eor simplicity in calculation it 
is assumed that devoted customers in each case are not influ- 
enced by any price offered by the rival seller no matter how 
much lower it may be. (5) Neither competitor practises any 
sort of price discrimination. 

When the market opens, suppose A sells at price 1*00. By 
quoting a price 0-01 lower JB cannot take away all A’s business, 
but he can take away a considerable part of it. It is to his 
imm ediate advantage to do so. A then retaliates with a price 
of 0*98. Prices continue to fall with results as shown in Table 
VHI, each competitor in turn taking all marginal business away 

^ The assumption is commonly embodied in a contvn/uotis demand curve for 
the o&erings of each individual seller. Such demand is more truly represented 
in most cases by a d4,scontinuo^la curve broken into parts at certain price levels. 
For further criticism see A-vnerican Economic Reci&Wf Vol. XXIV (1934), Supple- 
ment No. 1, pp. 30—32 ; A. J. Nichol, “ The Influenoe of Marginal Buyers on 
Monopolistic Competition,” Quarterly Journal of Economics, November 1934. 
Cf. also Marshall, Principles of Economics, eighth edition, p. 105 n. 
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Table VIII 


Step* 

A’s 

Price. 

B’s 

Price. 

J A ’s Sales to 

JB*s Sales to 

Establislied 

Customers* 

Marginal 

Buyers. 

Establislied 

Customers. 

Marginal 

Buyers. 

1 



30,000 

12,000 

__ 



2 

100 

0-99 

30,000 

0 

30,500 

12,200 

3 

0-98 

0-99 

31,000 

12,400 

30,500 

0 

4 


0-97 

31,000 

0 

31,500 

12,600 

23 

0-78 

0-79 

41,000 

16,400 

40,500 

0 

24 

0-78 

0-77 

41.000 

0 

41,500 

16,600 

25 

0-76 

0-77 

42,000 

16,800 

41,500 

0 

26 

0-76 

0-75 

42,000 

0 

42,500 

17,000 

27 

0-74 

0-75 

43,000 

17,200 

42,500 

0 


from liis rival. This advantage, however, gradually becomes 
much less pronounced in comparison with the possibility of 
raising one’s price and dealing only with established customers. 
The turning-point is reached upon the completion of step 27 in 
Table VTII. As shown in Table IX, it is more profitable for M 
at this point to lift his price to 0*98 rather than cut it again to 
0*73. In previous steps continued reductions in price have been 
more profitable. When B lifts his price to 0*98, A raises his 
also to 0*97. Another cycle is thus begun, and prices continue 


Table IX 

JResults of Two Bossible Price Qwytations by B following Step 27, 

TahU\VlII. 



Sales to 

Cross 

Receipts. 

Total 

Cost. 

Net 

Profit. 

Price. 

Estab- 

lished 

Customers. 

Marginal 

Buyers. 

Both 

Combined. 

0-98 

0-73 

31,000 

43,600 

0 

17,400 

31,000 

60,900 

1 

30,380 

44,467 

19,104-17 

33,643-38 

11,276-83 

10,913-62 


to fluctuate between the limits of 0*98 and 0*74. Although 
marginal buyers in this case constitute only one-sixth of the 
total, the range of price oscillation is almost as great as in the 
original problem, i.e. 0*24 as compared with 0*28. 

The main virtues of Edgeworth’s analysis, as the present 
writer sees them, are as follows : — 

I. Edgeworth implicitly assumed that when a few are selling 
to many, only the sellers name prices. Buyers decide whether 
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to buy or not to buy — ^and if tbey buy, from wbom and how 
much. Buyers have an indirect influence on prices but no 
direct voice. This general condition conforms with reality, as 
everyone knows, though economists have given it little attention. 

II. hlach duopolist in Edgeworth’s market is at liberty to 
choose his own price. He is not forced to confoxm with the 
general action of the rest of the market as under unlimited com- 
petition. Hi s price is not determined by competitive bidding 
among buyers as in an auction sale, or in Cournot’s false theory. 

III. Edgeworth broke away from the artificial assumption of 
an absolute one-price market. Looking beyond his work, takingr 
into consideration certain additional elements of competition, 
we may still expect to find duopoly prices usually uniform ; but 
the assumption that the prices of two competitors must always 
be equal is contrary to reality and common sense. This assump- 
tion is also a handicap in theoretical analysis, particularly that 
of intermediate pricing processes and alternative possibilities. 

IV. Edgeworth’s assumption that all buyers are marginal 
in their choices between competing products cannot be applied 
to many real situations, but it emphasises the fact that such 
buyers exist and the importance of their influence. 

V. Edgeworth’s theory is significant as a study in disequi- 
librium. That disequilibrium is perpetual need not be ad m itted, 
but disequilibrium is certainly recurrent. Edgeworth’s analysis 
brings to light features of disequilibrium and reasons for disequi- 
librium not recognised elsewhere. 

In certain particulars this article is a defence of Edgeworth, 
but total acceptance of his theory is by no means advocated. It 
is subject to the following faults : — 

I. The general results do not conform with reality. Huo- 
polists are not observed to engage in perpetual price wars. 
Duopoly prices are no more chaotic than other prices. It is no 
wonder that some economists have turned from Edgeworth back 
to Cournot. Despite the unreality of the process Cournot de- 
scribed, Cournot’s general conclusions have the semblance of 
reality. 

II. Edgeworth created the general impression that nothing 
definite could be known about competition among the few. 
Strangely enough, this impression discouraged detailed study of 
his own work. Economists unable to accept Edgeworth’s con- 
clusions have struck out in quite different directions, and have not 
been encouraged to utilise the results of his own pioneering. 

III. According to Edgeworth competitors consider profits 
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only of th.e iramediate preseni}, and. not^ over a period of time. 
Tile latter goal is m-acli more sensible. 

IV. In actnal bnsiness bnyers do not immediately transfer 
tbeir patronage from one seller to anotber becanse of a difference 
in price. It takes time for tlie difiFerence in price to become 
known ; it takes time for buyers to change their bnying habits. 
Thus, although a price difference continued for a considerable 
length of time may bring about a decided shift in patronage, the 
immediate advantage gained by one seller in cutting his price is 
not nearly so great as in Edgeworth’s simplified market. 

V. -An Edgeworthian duopolist does not realise that by 
cutting his own price he prompts his rival to cut also. As a 
result, both are worse off than in the beginning. More far-sighted 
competition has been analysed by Erofessor Chamberlin. 

VI. Edgeworth totally ignored the effect of unstable prices 
on the original demand situation. In conformity with his 
approach it has been tacitly assumed in the body of this article 
that general and individual demand schedules remain unaffected 
by constant variation in price. As a matter of fact, most buyers, 
observing the price of an article to fluctuate, postpone part of 
their purchases when the price rises, and wait for it to fall. Thus 
price oscillation distorts demand, and the distortion of demand 
in turn tends to eliminate price oscillation. If Edgeworth’s 
sellers, however, are totally lacking in foresight, so also are his 
buyers. 


On the whole Edgeworth’s theory is a brilliant mixture of 
truth and falsity, but those who ignore or deny him are likely to 
fall into errors themselves. 

A. J. ISTiCBCon 

DubTce amd IT die Universities. 



RBTXJRlSr TO CAPITAL INVESTED IN THE WITWATERS- 
RAND GOLD-MINING INDUSTRY, 1887-1932 


In 1923 tlie late Professor R. A. Lelifeldt read a paper before 
tbe Chemical, Metall-urgical and Mini n g Society of South Africa,^ 
in which he presented the results of an attempt to “ worh out the 
precise result over a certain period ” of the amount of the profits 
made by mining gold on the Witwatersrand. Dr. Lehfeldt, in 
the paper incoirporating his results, rightly wrote that “ the 
amount of the profits made by mining gold on the Witwatersrand 
is a matter of great importance to South Africa, and is of con- 
siderable economic interest to the world ; but it is one on which 
there is very little information to be had, and so, naturally, very 
contradictory opinions have been held.” 

The paucity of available information led Dr. Lehfeldt to 
restrict his calculation to the period 30th June, 1907, to 31st 
December, 1921, that is, to the operation of the gold-mining 
industry “ within a period after the mining field had become 
well established.” The method adopted by Dr. Lehfeldt was 
to suppose an investor, who, on the 30th June, 1907, bought all 
the shares in the Witwatersrand mines at the market price, who 
subsequently supplied all the new capital that was supplied, 
received all the dividends and repayments, and sold out his 
interest at the market price on 31st December, 1921. What 
return would the imaginary investor have got on his money 1 ” 
During the last four years the writer of this article has been 
conducting certain investigations in the Department of Economics 
and Economic History of the University of the Witwatersrand, 
directed towards examining the financing and economic structure 
of the Witwatersrand gold mines, the supply of capital to this 
industry, and its profitability. In the course of these investiga- 
tions, an attempt has also been made to carry out a fuller analysis 
of the return to capital invested in the Witwatersrand than the 
late Dr. Lehfeldt was able to undertake with the relatively 
incomplete information at his disposaL 

In this attempt an endeavour has been made to calculate 
the exact amount of capital invested in the industry from its 


^ OThe J'ozimcd of the Chemical, MetaZlurgical and Joining Society of South 
Africa, Jamiary 1923. 

F 2 
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inception in 1887 up to and including the year 1932, and the total 
dividends and repayments of capital over the same period. 

For this purpose an index was j&rst constructed of every 
mining company existing on the Witwatersrand of which any 
record at all was available. There were 900 companies in this 
preliminary index. Those which were found to have conducted 
mining operations, or which definitely spent capital funds in 
order to further potential mining enterprise, were further 
examined. Every possible source of information was tapped in 
order to reconstruct their financial history. 

For this purpose the actual published accounts of every 
mining company, for which adeq^uate records were available, 
were tabulated annually and all the relevant data of nominal 
capital, issued capital, shares issued to vendors, shares issued for 
cash, premiums on working capital shares, loans, debentures, 
working expenditure, working and other revenue, working profits, 
funds appropriated from profits for further capital expenditure, 
dividends and repayments of capital, etc., were tabulated annually. 
The annual data was recorded in such a form that a balanced 
account was obtained of the financial operations of each company 
for every year from the date of its registration to the date of its 
liquidation (including the liquidation accounts), or to December 
1932 if the company was then still in existence. 

It should be noted that, not only were changes recorded as 
they ocoTirred, but that the progressive figures were also agreed 
and reconciled with the annual accounts — thus ensuring an 
automatic check on the whole of the work done. 

Mention may be made of the fact that mine accounting 
methods have not been uniform over the whole period covered 
by the investigation (particularly in the earlier years), with the 
result that adjustments had to be made in the course of the 
tabulation. 

Of the 900 companies in the preliminary index, 736 are 
accounted for in this investigation. The accoimts of these com- 
panies were either tabulated or rejected owing to the information 
available being so unreliable that they could not be dealt with. 
The remaining 164 companies were excluded on the ground that 
they did not fall within the scope of the investigation, as they 
were found to consist of land, estate, financial and investment 
companies. 

Of the 736 companies, 160 were rejected owing to lack of 
information. In these cases it was impossible even to ascertain 
details of the distribution of the capital as between vendors 
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interests and -working capital shares, or to distinguish between 
the no m i n al and issued capital. The following table gi-ves a 
summary of the position in relation to the mines which had to 
be rejected (Table I). 


Table I 

S'wm/mcLTy of Mines not Tabulated 



Number 

of 

Companies. 

Nominal 

Capital. 

Issued 

Capital. 

(a) Nominal Capital known but no 
other information . 

(6 ) Nominal an d Issued Capital kn own 
— ^no other information , 

( q ) No information available 

126 

13 

21 

£4,253,945 

£689,593 

Uiikiio-wB 

' Unknown 

£484,714 

TJnknowrt 

Totals .... 

139 

£4,943,538 

1 


The table shows that the total nominal capital of the 139 
companies amounted to £4,943,538. Even assuming that all the 
nominal capital was issued it will be seen that the amount is very 
small as compared with the total capital invested in the industry 
(that is, the total issued capital including vendors’ shares, working 
capital shares plus premiums on the latter), which amotmted, 
during the period covered by the investigation, to £149,275,270 
excluding the rejected companies, and to £154,118,808 including 
the rejected companies and assuming that the nominal capital of 
these companies was all issued. There is no need to include a 
provision for premiums in the case of these 160 companies, as 
they were nearly all small concerns which existed in the very 
early years of the industry and the capital was rarely issued at a 
premium. The average nominal capital of these concerns was 
only about £30,000. 

The rejected companies account for about 3 per cent, of the 
total capital invested in the industry from 1887 to 1932, assuming 
again that all the nominal capital of these companies was issued 
and including this capital in the total capitalisation of the industry. 
On the same basis it is found that 97 per cent, of the capital 
invested in the industry was accounted for, tabulated and subjected 
to analysis in this investigation. 

Bearing in mind the long period covered by the investigation, 
this can be regarded as indicating that the study constitutes a 
relatively very complete survey of the finances of the gold-mining 
industry for the forty-five years under consideration. 
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A special analysis was conducted in the case of all amalgama- 
tions and reconstructions of companies in order to arrive at the 
exact financial changes involved. 

The greater part of the investigation is based on accounting 
records, which are, for aU practical purposes, complete. In those 
cases where complete accounting records were not available in 
the form of annual company reports, the information was supple- 
mented from a large number of authoritative sources. The 
supplementary information necessary was obtained from the 
Office of the Registrar of Companies, from the Office of the 
Registrar of Mining Titles, from the original statutory returns 
supplied to the Government Mining Engineer, from the pub- 
lished records in mining journals, and from publications such 
as Goldmann’s The W itwatersrand Gold Fields, Goldman n’s 
South African Mining and Finance, and Skinner’s Mining 
Manual. 

Of the 676 mining companies with which the investigation 
deals, 206 companies were amalgamated, 313 were wound up, 
and 67 were still in existence on 31st December, 1932. 

Various methods of calculating the actual yield from the 
tabulated data have been tried. Einally, it was decided, for the 
purposes of this estimate, to adopt the mathematical method 
used by Dr. Dehfeldt, in a form suited to the data used in this 
study. The method has been described by Dr. Dehfeldt as 
follows : — “ The average yield is, then, such a rate of interest 
that all the outgoings, accumulated at that rate, to a given date, 
will balance the income, similarly accumulated.” ^ 

Since the following calculation was completed. Professor H. 
Enight has published a most valuable analysis entitled “ Capital, 
Time and the Interest Rate ” {Economica, August 1934). In my 
opinion the calculation of yield to capital in the gold-mining 
industry and the method used illustrate practically some of the 
important theoretical concepts developed by Professor Knight. 
In particular, attention should be drawn to his statement on the 
essential relations between capital and income. TTi« view (Zoc. 
cit., pp. 260, 261) is identical with the one on which my calculations 
were based. 

The calculation was made for three different series of data 
as follows : 


1 If the payment g (+ “ or — «) be made at time * previous to the chosen 
date, the rate of interest, per imit i, per cent., is given by the condition that 


27 g, 

r=l 



0 , 
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(1) Equating the total accumulated dividends and repay- 
ments of capital (incomings) with the total accumulated 
outgoings — ^the outgoings comprising (a) shares issued to 
the original vendors, valued at par, plus (6) shares issued for 
cash, and cash received from premiums on shares so issued. 

(2) Equating the total accumulated dividends and repay- 
ments of capital (incomings) with the total accumulated 
outgoings — ^the outgoings comprising (a) shares issued to the 
original vendors, valued at the price at which working capital 
shares (i.e, shares issued for cash), if any, were issued simul- 
taneously. Where no such simultaneous issue took place, 
the shares issued to the original vendors were valued at par ; ^ 
plus (b) shares issued for cash, and cash received from 
premiums on shares so issued. 

(3) Equating the total accumulated dividends and repay- 
ments of capital (incomings) with the total accumulated 
outgoings — ^the outgoings comprising the total working 
capital shares only (that is, shares issued for cash), plus 
cash premiums received on such working capital shares, and 
excluding any vendors’ shares whatsoever. ^ 

The actual results of the respective calculations are given 
below. It should be noted that the method of calculation adopted 
was, in the first instance, to choose arbitrarily an anticipated rate 
of yield, and all the outgoings and incomings were accumulated 
at this rate. The actual yield was thus obtained by the actuarial 
method of “ trial and error.” 

^ This is thLe basis adopted by the British Income Tax authorities, viz. to 
value vendors’ shares at the issued price of the working capital shares issued at 
the same time as and ranking equally with the vendors’ shares. Transvaal 

Chamber of Mines’ Evidence to the Mining Industry Arbitration Board, 1927. 

® Method (3) has been used merely as an illustration of the yield if the 
arbitrary assumption is made that all the profits were made available to the sub- 
scribers of the working capital, and that the mining grotmd and any other pro- 
perty for which vendors’ shares were issued was, in fact, made available without 
cost to the subscribers of the working capital shares (plus cash premiums thereon) . 
Great caution must be exercised in drawing conclusions from this arbitrary 
calculation. The question of the correct valuation of vendors’ interests is very 
difficult. The vendors’ interests in particular mines axe often too high (as the 
subsequent history of the mines shows), but in other cases they are too low. 
On the average they should tend to approximate to the present value ” of the 
discounted future “ rent ” 3 rielded by the minerals in the ground. As Professor 
Knight says : (3) On the cost side (ascending phase), the direct outlays incurred 

will practically always include a proportion, which may be small or large, of 
payments to pre-existing * capital items.’ These, of course, may take the form 
of * rent ’ in the ordinary business sense, a pa37ment to the owner of a concrete 
instrument for its use, or of * interest,’ paid for the use of * capital,’ a sum of 
abstract value ” (p. 261). 
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The final results were as follows : 


(1) At 4f per cent. Outgoings 

Incomings ...... 

Pl^ls Stock Exchange valuation at 30/11/32 of mining com- 
panies in existence in December 1932 . . . . 


£659,624,000 

£595,681,000 

75,000,000 

£670,681,000 


At 5 per cent. Outgoings ...... £715,701,000 

Incomings ...... £626,244,000 

Pltis Stock Exchange valuation at 30/11/32 of m i ni ng com- 
panies in existence in December 1932 .... 75,000,000 

£701,244,000 


Dy interpolation the yield is found to be 4*9 per cent. 

(2) At 4 per cent. Outgoings ...... £575,523,000 

Incomings . . . . _ - - £514,097,000 

Plus Stock Exchange valuation at 30/11/32 of mining com- 
panies in existence in December 1932 .... 75,000,000 

£589,097,000 


At 4i per cent. Outgoings ...... £624,003,000 

Incomings . - . - - • £539,230,000 

Plus Stock Exchange valuation at 30/11/32 of mining com- 
panies in existence in December 1932 .... 75,000,000 

£614,230,000 


Dy interpolation the yield is foimd to be 4-1 per cent. 

(3) At 10^ per cent. Outgoings ...... £2,206,266,000 

Incomings ...... £2,134,631,000 

Plus Stock Exchange valuation at 30/11/32 of mining com- 
panies in existence in December 1932 .... 75,000,000 

£2,209,631,000 


Dy interpolation the yield is foimd to be 10* 6 per cent. 

It will be noted that the above calculations have in each case 
included an amount of £75,000,000 which is the market valuation 
in November 1932 of the mines in esdstence in December 1932. 
This figure was taken in order to obviate a serious dijBBLoulty 
inherent in the investigation, which is the valuation of the 
existing assets of the mines at the end of the period covered by 
the study. Probably the most accurate method would be that 
which would give the exact amount of the capital invested in the 
mines (after deducting depreciation), that is, the unamortised 
capital in the accounting sense. It is impossible to obtain this 
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accounting figure owing to the well-known reason that the 
accounting procedure of the mines does not provide this informa- 
tion. ^ (There are no depreciation reserves in gold-mining 
accounts as in those of industrial companies. It is important to 
note, however, that “ plant ” and “ machinery ” are, of coume, 
constantly “ maintained ” and “ replaced ” by appropriations 
from revenue or by debiting working expenses.) The Stock 
Exchange valuation has the disadvantage that it automatically 
includes the “ present value ” of the future dividends computed 
at the current rate of return expected by investors in this type 
of investment at the date of valuation, assuming due provision 
for the redemption of capital invested having been taken into 
account by the investor. 

There is no reason, however, to believe that the £75,000,000 
Stock Exchange valuation understates the ** real ” amount of 
the unamortised capital of the existing mines at the end of 1932. 
November 1932 was chosen as this was prior to the influence on 
the valuation of existing mines exerted by the Union departing 
from the gold standard. 

Another procedure was adopted to avoid the difiBLculty men- 
tioned above. The assumption was made that the par yalue of 
the capital of the mines in 1932 could be assumed to be intact.® 
This figure takes no account of the premiums or other funds used 
for capital expenditme, the non-inclusion of which is assumed to 
set ofl the depreciation of capital which has occurred. It is 
significant that if the sum of £46,000,000 is taken instead of the 
£75,000,000 Stock Exchange valuation the results are as follows : — 

Method (1) . . . 4-6% 

Method (2) . . . 3-8% 

Method (3) . . . 10-3% 

The theoretical problem involved here is, of course, the crux 
of the matter. The “ unamortised ” capital intact in the industry 
at any arbitrary point of time cannot really be “ valued ” without 
assuming (and therefore “ discounting ”) its future income yield. 
Theoretically if the industry is assumed to close down at a given 
moment (in this calculation December 31st, 1932), account should 

^ The South African Income Tax procedure includes a capital amortisation *’ 
allowance in the taxation of gold mines, but this figure is not published, and, even 
if it were available, would not reflect the real amount of depreciation of all capital 
invested. 

2 J.e. the total issued capital (working capital plus vendors’) as recorded in 
the balance sheets of the mining companies existing in December 1932. 
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Ibe taken of a ‘‘ residual ” or “ salvage ” value which, as Professor 
Knight expresses it (see Knight, loc. cit., p. 263), “ can be carried 
over into an account with some other instrument, or into the 
general capital account of the owner.” Actually, however, unless 
the capital is so carried over there is no means of valuing it. For 
practical purposes the break-up value of the capital remaining 
in gold mines which close down is relatively negligible. The 
“ intact ” capital only has value in so far as it is assumed that 
it can be utilised in producing income in the future. The Stock 
Exchange valuation may include errors leading to over-valuation 
or under-valuation (present value) of the future income. The 
estimate, of £45,000,000 is arbitrary and was taken merely to 
illustrate the influence on the yield when a considerably lower 
valuation of intact ” capital is assumed. 

As regards the revaluation of vendors’ shares when issued, at 
prices other than the par value of such shares, in accordance with 
the method explained earlier in this article, it should be borne in 
mind that only a part of the total vendors’ shares issued were so 
revalued, since working capital shares were not by any means 
always issued simultaneously with the vendors’ shares. 

The above method of calculation was also applied to the 
mines in existence in 1932.^ The results are as follows (A with 


£75,000,000 ; B with £45,000,000) : 

A B 

Method (1) . - . 6-8% 6-0% 

Method (2) . . . 6-0% 5-6% 

Method (3) . . . 11-9% 11*7% 


Table A in this article gives a summary analysis of the total 
capital and other funds invested and dividends and interest 
thereon from the inception of the gold-mining industry in 1887 
to 1932. 

It is not possible in this article to pursue the many theoretical 
implications of these results, particularly from the point of view 
of the light they throw on the nature of long-term fixed capital 
and the yield thereon, the adequacy of the existing methods by 
which such long-term capital is invested, and the factors affecting 
the supply of long-term capital for speculative purposes. 

A considerable number of detailed analyses of the statistics 

^ This selected group of mines, representing as it does the ** survivors,” 
really shows the yield on capital invested in the relatively ** successful ” gold- 
mining enterprises — only a few mines of importance which had been successful 
had closed down prior to 1933 . 
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are now being made. The results of these will make possible a 
hnal analysis of the theoretical implications of the investigation. 


Tabeb a 

The ’Witwatersrand Oold ^Mining Industry ^ 1887—1932 


Summary of CJapitalisation of Gompauies uiound up iPrior to 31 JDecerriber^ 1932, 
and Oompaniea in Existence Slsf EecerriheT, 1932. 



1 Companies 
wound up 
prior to 31st 
December, 
1932. 

Companies 
in existence 
31st Decem- 
ber, 1932. 

Total 

all 

Companies. 

1. SscAJEtn CAriTAX* : 

(a) Shares issued to Original 
Vendors of Mining 

groimd : 

(i) “Par” Value of 

£ 

£ 

£ 

Shares issued 

26,769,159 

26,265.962 

53,035,121 

(ii) “ Revaluation ” o£ 

Shares issued 

32,115,393 

37,441,349 

69,656,742 

(&) Shares issued for Cash in- 
cluding Premiums : 

29,271,738 

66,968,411 

96,240,149 

2. ToTAii “ Shiaub ” Cajitat.xsa- 
Tioisr : 

(а) “ Par ” value of Shares 

issued to Vendors (Item 

1 (a) (i) plus Shares issued 
for Cash (Item 1 (&)) 

(б) “ Revaluation ” of Shares 

issued to Vendors (Item 

1 (a) (ii) plus Shares issued 
for Cash (Item 1 (6)) 

66,040,897 

93,234,373 

149,275,270 

61,387,131 

104,409,760 

165,796,891 

3. r>EBE]SrTTXR:ES UNrtEI>E3EM3ai> 

1,110,560 

486,710 

1,697,270 

4. XlNVAin IiOAisrs. 

1,097,987 

1,414,603 

2,512,490 

5- AjppitopniATioasij's imoM Revesisttb 

12,336,264 

60,728,217 

63,064,481 

6. Othzejii Ftxnds .... 

— 

329,403 

329,403 

7. GnANn Total Capitaltsatiojs- : 
(a) On basis of “ Par ” value of 
Shares issued to Vendors 

70,585,708 

146,193,206 

216,778,914 

(6) On basis of Pevaluation ” 
of Shares issued to Ven- 
dors .... 

75,931,942 

157,368,593 

233,300,635 

8. Total Cass Investel 

43,816,549 

119,927,244 

163,743,793 


It is wortli drawing attention, however, to three of the factors 
which account for the jSnal estimates of yield given above. These 
are : — 

(1) The very long period of time that elapses between the 
flotation of mining companies (and the investment of capital 
in them) and the payment of the first dividend.^ 

^ Of. Kniglit, loc. cit. : Tlie longer the construction period of a given capital 

good, for the same investment of the services of other agencies, the greater will 
be the total investment after adding the accumulated carrying charge, and the 
greater must be the imputed income, for a given service-life or in perpetuity, in 
order to provide a given rate of return. . - (p. 267). 
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(2) The -very large inflneHce of world, economic factors 
(quite apart from local South African factors) which afEect 
the supply of capital for gold mining and which lead to the 
temporary closing down of developing or producing mines 
owing to the impossibility of raising further capital for the 
time being. 

(3) The considerable amount of capital that is lost 
entirely owing to the failure to locate gold in payable 
quantities, or owing to inadequate methods of finance.^ 

S. Hehbeht E’h.a.nbiee 

University of the Witvoatersrand, 

J ohannesburg. 

October 1934. 

^ In conclTision it will be usefal to quote tbe result obtained, by I^rofessor 
2Liehfeld.t in. bis calculations. He arrived, at a yield of 6*20 per cent, using a 
metbod not very different from tbat of Method (1) in tbe above calculations. 

^Professor Lebfeldt also esipressed tbe following opinion on tbe result : Tbe 

yield of tbe mines is certainly not a bigb one, considering tbe erratic nature of 
tbe investment, some companies being very ricb and others failures ; it is necessary 
to distribute investment over a considerable number of mines to feel any con- 
fidence in tbe average return. Actually mining shares are usually dealt with 
on tbe Stocb lESscbanges on a basis of something libe 10 per cent, yield, and 
investments in real estate and industrial companies in South Africa probably 
bring in nearly as much.’* 



PROFESSOR HAYEK AND THE THEORY 
OF INVESTMENT 

In the remarks which follow, I am not concerned with the 
technical problems of the “ structure of investment ” actually 
discussed in Professor Hayek’s recent article,^ and shall take no 
notice of what may be right or wrong in that connection. I a.m 
concerned rather with the fact that the article pretends to do 
something far more fundamental, but which, as I think, cannot 
be done. The author asserts (page 208, note 2) that his paper 
contains implicitly the answers to objections recently made to the 
Austrian theory of capital, and names among other references a 
paper of mine published in the volume of EcoTiomic Essays in 
Honour of Gustav Cassel. In this connection, he asserts or assumes, 
on the average of at least once to a page, that he has proved, or 
is proving, or that it is self-evident and recLuires no proof, that a 
change in the amoruat of capital in society is identical with a change 
in the “ investment structure,” an increase corresponding to a 
lengthening, and a decrease to a shortening, of that structure 
(cf. p. 211, especially footnote 2; p. 231, etc.). And increase of 
investment is further identified, if not q_uite so clearly and 
emphatically, with a lengthening of the production process or 
production period, the interval between the time when ‘‘ labour ” 
is performed and the time when its product is consumed {e.g. 
pp. 208, 209, 223). 

If, however, this theory, or either part of it, is anywhere 
argued, or any reason given for believing it, I have not been able 
to locate the passage in question. Indeed, on page 226, jxist 
preceding another assertion of the point at issue, there is a state- 
ment which is very nearly a direct “ give-away.*’ It reads : 
“ More goods (or, where possible, more durable goods) of the kind 
will be produced. ...” It should be apparent that as regards a 
relation between capital quantity and investment structure the 
essential issue lies in the difference between constructing more 
goods and constructing more durable goods (in response to a fall 
in the interest rate) ; also that Professor Hayek is boimd to 
maintain (a) that the sole effect would be the substitution of more 

1 cc Relationsldp between Investment and Output,” Ecoitomio Jouenai., 
June, 1934. 
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durable for less durable goods (not that this is a contingent possi- 
bility, as indicated by the parenthesis) ; and (6) that this change 
lengthens the interval between production and consumption. 

If the q^uestion were considered at all, it wotdd surely be 
immediately evident that in neither of the two senses discussed 
by Professor Hayek does the investment of more capital neces- 
sarily involve, still less is it equivalent to, a lengthening of the 
time structure of investment — and still less to a lengthening of the 
production process. Moreover, there is no production process of 
determinate length, other than zero, or “ all history.” New 
investment may or may not involve either (a) an increase in the 
average durability of the goods involved in economic activity, or 
(&) an increase in the average construction period for such goods. 
It is to be assumed that, other things being equal, an increase in 
investment would involve both an increase in the amount of goods 
of the same kind and the construction of new kinds (see quotation 
above from Hayek, p. 226) according to what happened to be most 
profitable. “ Possibility ” is not in question, as generally in 
economic matters. More goods of the same kind would mean no 
permanent change in either investment function or output func- 
tion, as defined by Professor Hayek, and new kinds would mean 
changes in both directions nearly at random, as regards both 
period of construction and durability. 

It is true that there is a partial, temporary exception, in con- 
nection with an expansion of production not associated with any 
change in the composition of the product or in technology. If 
such an expansion takes place in perfectly rational order, there 
will be, temporarily (while the expansion is taking place, but not 
after it is completed), a slight increase in the proportion of goods 
in the earlier stages of processing operations, in comparison with 
later stages. It is to be noted, too, that there is little rigour in 
the complementary relationships between goods representing 
different stages of a given process, that inventories play a large 
and fiescible role at every stage. 

There is also a presumption, though no necessity, that both the 
average construction period and the average durability of wealth 
items will increase somewhat, though in no determinate degree, 
with an increase in the proportions of wealth to (labour and to) 
total income in a society. The reason is that, on the one hand, 
increased durability is one way of investing more capital and 
securing more income (because the annual deduction from gross 
yield for depreciation is reduced) ; and, on the other hand, interest 
during construction is one element in cost, and would probably 
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increase along witli other costs ; and especially, a reduction in the 
cost per unit of time, through a lower interest rate, might well lead 
to an increase in the time. In both cases the particular element of 
time is one among a practically infinite number of variables, and 
the relative importance of the efiects in question in the total of 
effects will be measured by a corresponding fraction. It is 
presumed, too, that any increased use of capital will find its 
expression in part in the making of altogether new products, and 
the time relations in this connection are entirely impredictable. 

!For the general theory of capital, and for appraising Professor 
Hayek’s claim mentioned above that he has met the objections 
to his theory, to which he makes reference (notably those of the 
present writer), the question is whether increasing the amount of 
capital invested lengthens the production process, rather than what 
is its effect on the investment structure. This general theory of 
capital is, of course, that promulgated by P5hm-Bawerk and his 
followers and generally accepted and taught in the past generation. 

On the face of it, there must be plausible reasons for holdin g 
that the use of more capital is equivalent to the use of more time 
in production ; otherwise the doctrine would not have been so 
generally expotmded and believed. It unquestionably requires 
time to construct capital goods, and since these are subsequently 
used in processes requiring time, to make a product, and are more 
or less typically used up, it is natural to consider their production 
and use as an indirect in place of a direct application of the pro- 
ductive capacity going into them, and to consider the time 
involved in their creation, during which no final product is forth- 
coming, as added to that of their use to form a total production 
period for the final product. Reasonableness is harder to discover 
in the doctrine that labour produces capital in any sense not just 
as valid reciprocally, but this also is generally accepted by many of 
the best economists. 

A brief statement of the reasoning which shows this entire 
procedure to be false may start from the personal statement that I 
myself completely accepted it for years, taught it in class lectures 
and expounded it in text materials manifolded for student reading, 
and of course it was never questioned by the ‘ ‘ inn ocents who 
were the victims.^ Realisation that the whole argument is 

^ Tile tlieoiry of profit developed in ray "bools on Rislk and Uncertainty rests 
upon the general view of the entrepreneur or business unit buying productive 
services now ’’ and selling the products in the future, and the theory needs to 
b© entirely reworhed. ^Profit must be computed with respect to some definable 
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fundamentally wrong came througli working over the meaning of 
the wage-fond theory, particularly as expounded by Smith, in 
relation to Bohm-Bawerk’s defence in the last few pages of the 
Positive Theory against the self-accusation of being a wage-fund 
theorist. Let us glance at this original form of the theory. 

Here, neglecting “ land,” it was argued that the capital 
produced in one year, thought of as food and other provisions for 
the use of labourers, supports the same amount of labour the next 
year, while the original capital is being reproduced. There is 
here, in the first place, a real and definite “ cycle.” Moreover, 
if in such an agricultural situation some crops are biennial or 
require several years to produce, their value will be increased 
accordingly by accumulated interest. And it is evident that if 
plants requiring more years to mature are to be substituted for 
others growing in a shorter period, a greater accumulation of the 
final product wdll be necessary to initiate and to support the 
operations (two difi'erent matters !), and the yield of the more 
slowly maturing crop will have to be greater to induce men to 
make the change of introducing it. This is undoubtedly the logic 
of the Bbhm-Bawerk theory, which further assumes that the 
construction and using up of auxiliary instruments such as tools 
and machinery is equivalent in principle to the alternate produc- 
tion and consumption of supplies for the use of labourers. But such 
a production period explanation of capital is reasonably sound 
only with reference to assumptions which are almost entirely false 


basis, either a dated interval of time, or a particular item of product, or to a pro- 
ject or venture somehow defined. It is, of course, the first of these which is 
actually and in general necessarily adopted. In any case, the essentials work out 
in the same way. The CTucial element in the profit problem in a society in which 
capital is employed has to do with asset values. It is a question of (expenditures 
and receipts and of) the relative value of assets at the beginning and the end of the 
accormting period. For any basis other than a time interval, the elements will 
be (direct charges and credits to a particular account, together with) any and all 
effects upon asset values which can be attributed to the project or entity with 
which the account in question is kept. 

The main point for emphasis is that the outlays and returns compared to 
determine profit are not separated by any time interval, but belong to the same 
accounting period, however short it may be. For any outlay in business or pro- 
duction the corresponding return is not in the future, but contemporary. Time 
and uncertainty enter into profit in a different way altogether — namely, through 
the ^capital accoimt, or specifically, through inventories and depreciation. But 
capital itself is always a matter of anticipation to the infinite future. Of course 
the concrete anticipation may relate to capital value at a future date rather 
to perpetual income, and the capital may at various times and to a greater or less 
extent assume for the individual owner the particular form of money ; but neither 
fact affects its character of a perpetual anticipation. This comes to be limited 
only if business in the entire system is conducted on the anticipation of a universal 
disinvestment. 
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to the facts of modern industrial life, and cases which it reasonably 
fits are obviously special cases under other principles having 
general validity. 

Even with reference to such primitive agricultural conditions 
the really critical student (such as hardly exists) might have had 
disturbing queries in connection with treating quantity of capital 
as a matter of length of production cycle. In fact, the quantity 
of the capital bears no simple or definite relation either to its 
durability or to any definable time interval. Taking population 
as given, raising more plants of the same growth period will also 
require more stock,*’ but tuill not affect the length of the cycle, 
while the addition to total production of new varieties of shorter 
growth, say yielding two harvests per year instead of one, will 
involve an increase in the capital, while shortening the average 
cycle. It will, moreover, require time to make the change in all 
these cases, but additional capital is involved in very different 
ways for lengthening the cycle and for increasing production 
without this lengthening, and the transitional relations are 
different from those of the new routine when established. In the 
third case, which is intrinsically as probable as the other two, 
production may be maintained with a shortened cycle, and capital 
released or production increased and the same amotmt of capital 
used. The fact that time is required for changing jBrom any 
system to any other is confused with change in the length of the 
cycle itself, is one of the basic fallacies of the modern theory. It will 
be noted, too, that the service life of capital goods in the form of 
an annual crop of supplies for the support of labourers is not due to 
any intrinsic quality, but simply to the production period for a 
new crop. The amount of supplies which last one year is highly 
variable with the seasons, and will change (for a given population) 
with any change in productive ef6.cieucy and living standards 
(leaving the cycle unaffected). 

The crux of the wage fond- situation is first that the capital, 
while constant in amount, passes by investment and disinvestment 
through a real and regular physical cycle; and second, that it 
could be said to be produced by labour, if capital constituted 
support for labour at a fixed level (as the classical econo mi sts 
always really assumed),^ or if, at least, variation in the level of 

^ This involves rejection of the wage-fond, doctrine as a theory of 'wages. The 
wage theory of the classical system was an “ absolute ” standard of living theory. 
Its basis was the assumption that the employer (miscalled capitalist) gives the 
labourer some j&xed amount (not fraction) of the product, which is necessary to 
enable him to live and work, or perhaps a merely conventional payment, in any 
case one determined in some absolute manner, unrelated to competitive bidding 

NO- 177, ^VOL. XLV- o 



82 


THE ECONOMIO JOTJEITAL 


[maroh: 


support or standard of living for labour were not associated with 
any variation in the output of the combination. In fact, however, 
labour is also produced as well as maintained ** by capital (if 
there is any difference), and there is no real priority either way, 
even if we go back to the historical beginning of economic life. 

It is only under the arbitrary and absurd assumption that 
capital is eaten up at a fixed rate (such as the fixed scale of support 
for labour) that there is any correspondence between a quantity 
of capital and the length of a productive cycle. Under competi- 
tive conditions, where alone quantity of capital is at all definite, 
the quantity is the capitalised perpetual net income of any capital 
good (after full maintenance, including replacements) and is aZsoits 
cost ^ of production, which includes a capital charge. Thus both 
these magnitudes involve a rate of return, which is “ determined ” 
by their equality. In determining both construction cost and 
service life, time is one factor or dimension among a practically 
infinite number, and quantity of capital may and does vary quite 
independently, of either of these time intervals. Caeteris paribus, 
it of course increases with either, according to the compound 
interest formula. 

It is if possible even more fatal to a production period theory 
of capital that no such period can be defined under modern con- 
ditions, either before, or after, or during an increased application 
of capital. The sum of the construction period and service life 
averaged for individual capital instruments is neither determinate 
in itself nor significant for theory. Even in 1776, provisions for 

among purchasers of labour, and hence unrelated to product value. Only in such 
a way could a residual theory of the capital share be given foundation. The 
system,” then, was this : First, land gets its differential or residual product. 
If this is stated so as to make any sense at all, it means a marginal-productivity 
theory for lahour-plus-capital, and the residuum is easily seen to be identical with 
the marginal product of the land itself. Second, labour gets what it has to 
have.” And third, capital gets the final residuum. And this nonsense passed 
for an economic theory of distribution for a century, until Jevons and Menger 
demoralised it without seeing much as to how' a real distribution theory waB to be 
built. This achievement had to wait at least two more decades, or until Wieser, 
Hobson, J. B. Clark, and especially Wioksteed, gropingly indicated the circularity 
and symmetry of the relations. If economists had known the rudiments of 
analysis as put in shape by Leibniz, INewton and others a generation before Adam 
Smith was born, the history could have been more pleasant to look back upon. 
But the only theory which makes sense at all is still rejected by a large fraction of 
the teachers of economics, as well as indignantly by labour leaders and reformers ; 
and it is not in the least degree understood by either the men who manage business 
or those who make laws, most of whom still believe that labour alone is really 
productive. 

^ More generally, where conditions are not stationary, the estimated cost, 
discounted for uncertainty, of any new item yielding the same net perpetual 
income. 
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the support of labourers — ^reproduced by labour, or by labour and 
land or even labour, land and capital — ^annually or in any other 
dejSnite period, was only a part of capital. And even for a strictly 
interpreted wage fiind it is arbitrary to call any point in the cycle 
a beginning or an end; it is a hen-and-egg seq_uence. Under 
modem conditions there simply is no cycle. It cannot now escape 
observation that “ capital ” is an integrated, organic conception, 
and the notion that the investment in a particular instrument 
comes back periodically in the form of product, giving the owner 
freedom to choose whether he will re-invest or not, is largely a 
fiction and a delusion. To show this conclusively it should suffice 
to mention the case of a part of a machine. The part cannot be 
liquidated without liquidating the machine. And the machine 
as a unit is in a similar sense a “ part ” of an integrated productive 
organisation which is not bounded by the scope of “ plant ” or 
firm, but extends outward indefinitely to indeterminate limits. 
Moreover, the capital structure and every unit in it is typically 
planned to perpetuate itself, and not for liquidation. 

The animus underlying Smith’s theory of capital was plainly the 
downright fear that the owners of capital might eat it up without 
replacement. (And this is, if possible, even clearer in Mill.) 
There never were serious grounds for such a fear, though the 
difference and even opposition between the two interests, of 
maximising consumption and providing for the fnture, ought to 
be stressed. IBut under modem conditions the possibilities of 
liquidation without serious loss are very limited, and the possible 
scope and speed of liquidation are only remotely related to the 
normal durability of the physical thing (or other “ condition ”) in 
which any increment of capital is invested. In a stationary or 
progressive society, small increments are indeed liquidated from 
the standpoint of the individual owner (consumed) ; but no real 
liquidation from an aggregate viewq)oint is typically involved in 
the process, and real liquidation, into consumption, is hardly in 
question. The individual owner desirous of consuming any 
increment of capital naturally sells out at full value (for future 
production, above maintenance including replacement) to some 
other owner, and the productive organisation is not affected. In 
connection with the business cycle, and the depression problem 
in particular, the liquidation which is at issue is almost entirely 
conversion into money ^ not into current consumption. Failure 
of physical maintenance sometimes results firom the helplessness 
of ownuers, and is connected with the unexpected loss of earning 
power consequent upon economic disorganisation. This con- 
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fusion between real liquidation and pecuniary liquidation, or 
saleability — ^wbieh is not liquidation at all — ^needs fuller con- 
sideration. By way of preparation, it is needful to pass in more 
systematic review some of the essential facts in the problem of 
capital. 

1. The most important fact requiring clarification is the 
nature of capital maintenance. This topic is a detail imder a 
general consideration which is the source of much confusion in 
economic analysis — namely, the necessity of a clear distinction 
between stationary conditions and growth (increased provision 
for want-satisfaction for a given population). In a society which 
is maintaining or increasing its capital (per capita), all production 
of capital goods axiomatically represents either replacement or 
growth. (The situation in a retrograde society would have to 
be considered separately, but involves little change in the 
reasoning.) 

No rational analysis of economic process is possible without 
making a sharp distinction between the production of 
“ plant ” — meaning n&w or additional -plaxit (and properly includ- 
ing both the material and the human elements) and production 
in the sense of using plant to produce output. Use of plant in 
the production of the output (of services') consumed in any time 
interval must include the maintenance of plant, and this may 
involve replacement of particular items of plant. Obviously, if 
the plant “ used up ” in any interval is not maintained, the con- 
sumption of that interval is to a corresponding^degree not produced 
in the interval, but represents the eating up of resources existing 
at its beginning (a process of disinvestment). The least experience 
with, or knowledge of, accounting must certainly make this clear, 
but it should be self-evident without even that elementary 
preparation . 

Obviously, too, ** replacement ” of any concrete item of plant 
is, as already suggested, an accidental, technical detail in main- 
tenance. What we call an item of capital itself is largely arbitrary. 
If any item is replaced bit by bit, the operation is correctly seen 
to represent routine maintenance, and the distribution of replace- 
ment through time does not change its theoretical character. 
The only reason for ever taking notice of replacement is to efiect 
imiform distribution of cost and return from the standpoint of a 
particular business unit. If the construction period is com- 
parable to the service life, the technical activity itself is neces- 
sarily distributed. Many plant items last indefinitely without 
any maintenance expenditure distinguishable from the costs of 
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operation or use of the items in question ; another large fraction 
lasts indefinitely imder purely routine maintenance, such as 
oiling, painting, cleaning and the like; another large fraction is 
permanent except for replacement of particular parts, which may 
he an ins^nificant fraction of the entire item ; a fourth fraction 
is replaced piecemeal, as already suggested, with no particular 
date of superannuation (and in reality this category includes all 
replacement of material things) ; finally, a very large fraction has 
no natural or physical limitation of life, but may or may not pass 
out of use through supersession, in connection with technical and 
other changes involved in social evolution. Analytically, not 
only is all reproduction of wealth items (capital goods) included 
in the category of maintenance, but maintenance itself is only 
for special reasons, if at all, to be distinguished from other forms 
of “ operating expense ” which represent the division of joint 
product vdth the other agencies, physical and human, co-operating 
in production with the item in question. An analytically correct 
designation for new investment or disinvestment, from the 
aggregate standpoint, would be over- and under-maintenance 
respectively. 

The consumable output of any “ plant ’* or other productive 
organisation in any time interval, however short, assuming full 
maintenance, i.e. no disinvestment, is produced in that interval. 
Production in the sense of utilisation of a given plant and con- 
sumption of the product are simultaneous, and the “ period of 
production ** of consumed output is zero. The time required to 
put any particular imit of material through any physical process 
has nothing to do with the case, since it is a part of the production 
of any portion of output to maintain the plant involved, in its 
original condition ; and plant maintenance includes replacements. 
This applies alike to materials which render final service, or are 
said to be consumed,” to raw materials, and to “ auxiliary ” 
goods, machines, tools and the like, which contribute to any 
quantity of output and which the consumer never sees.^ 

^ Th.e basic fallacy of the Bohm-Bawerk tbeory of capital is a twofold one 
which, has vitiated the entire theoretical system of classical economics. Produc- 
tion is viewed as production of wealth, and wealth is viewed as concrete things - 
In reality, what is produced, and consumed^ is services. The production of any 
service includes the maintenance of things used in the process, and this includes 
reproduction of any which are used up. Apart from such reproduction, really a 
detail of maintenance, things are produced ” only when added to a total stock. 
(This was seen by Mill, to the confusion of his definition of production — i.e. of 
productive labour — which refused to include services. See 'Principles^ Ashley 
edition, p. 49.) Moreover, the creation of an addition to wealth is production 
only in an accounting sense; for there is no corresponding consumption, either 
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On the other hand — ^in contrast with production as the correlate 
of consumption — ^the creation of any addition to plant is, at least 
“ theoretically ” (meaning in so far as correct accounting is 
possible), a process having a definite beginning and end, and hence 
occupying a definite time interval. The time required to produce 
the entire plant in use in any society at any time is simply its 
entire past history — or all history down to some antecedent date 
at which growth may have stopped. Regarding the social plant, 
however, some explanation is necessary as to the part to be called 
“ capital,” and the same explanation will make it clear that there 
can be no sound distinction between “ primary ” and “ secondary ” 
factors of production. 

2. At any moment, or “ as of ” any particular date, and with 
reference to economic use and value, everything in existence 
which bears or represents productive capacity is without exception 
primary, given; viewed historically, all have been produced, in 
the economic process as a whole, extending down from the begin- 
ning of economic history. It is true that different items are in 
various degrees produced under “ economic ” conditions, i.e. by 
the use — in the case of creating new wealth, the investment — of 
existing resources on the basis of complete foreknowledge, and 
quantitative estimation in purely economic terms, of the results 
to accrue in the future from such investment. In “ free ” society, 
the human resources are presumably to a relatively minor extent 
produced under these conditions ; and in the production of 
property,” including real estate, mineral workings, etc., rational 
foresight and the pecimiary motive control in varying degrees. 
It may be true that particular items are simply “ fotmd,” without 
any plarmed economic expenditure ; but such finding must be 
accidental, unanticipated, or the competitive struggle for the 
opportunity of finding wifi, itself tend to involve an investment 
equal to value realised. (The moral significance or social pro- 


in the same interval or at any future time, as long as the wealth (in any physical 
form) is used to produce consumed services* 

Secondly, wealth, which is identical with capital, can be treated quantitatively 
only by viewing it as capacity to render service, A service is measured by its 
economic value (equal to relative marginal utility) and wealth by capitalised 
service value. Capitalisation is most naturally and realistically conceived as 
involving the transformation of all service-income from wealth which is not 
intrinsically permanent to a perpetuity basis by depreciation.” The quantity 
of wealth, or capital, in any item is the value of its net perpetual income, whether 
the life of the concrete item is zero or infinite or anything between. (Regarding 
the rate of capitalisation, see above, p. 82 ; also, the article Interest ” in the 
JEJncyclopedia of the Social Sciences, and an article in JBJconomica for August 1934 , 
referred to at the end of the present paper.) 
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d-Tictivity of tKe investment is a separate issue.) The relation in 
production between various types of agencies is one of strictly 
mutual complementarity. 

3. In “ free ” society, the creation of productive capacity in 
the form of human beings or human qualities is not called “ invest- 
ment,” and the result is not called “ capital.” This usage is 
scientifically correct, because in j&ree society h um an beings — ^the 
“ things ” bearing or embodying productive capacity in the form 
of “ labour ** — cannot be actually bought and sold, or their 
services mortgaged, or made the subject of an enforceable contract 
for a long period, and hence no definite money value can be placed 
upon them. They are not quantified and are not wealth.” 
The human being has no economic value to anyone but himself, 
and he has no reason for keeping a capital account with himself, 
even if it were possible to do so with any degree of accuracy. In 
connection with human beings, it is therefore impossible to 
distinguish among the three forms of consumption (a) for enjoy- 
ment and (&) for the purpose of maintaining productive capacity 
or (c) that of adding to the latter. AH consumption directly by 
human beings, since it does not affect capital values in the market- 
able sense, has to be treated as ultimate consumption, even 
though we are well aware of the mixture of ends actually involved.^ 

4. Every new increment of investment, whatever physical or 
other form it may take, is added to an organised productive 
system. In fact, this is true in a doubly complex sense. In the 
first place, practically without exception, it will be added to some 
kind of more or less distinct primary technical production unit, a 
“ plant ” in the narrow sense (if not to a particular individual 
“ machine ”). But this individual plant wdll be technically 
interrelated with other plants, in both a “ horizontal and a 
“ vertical ” series. In the second place, any new increment of 
capital is the property of some owner, individual or corporate, and 
its role in production , and more especially in changes in production, 
will be profoundly affected by these ownership relations. In 
consequence, as noted above, the replacement of any physical 
item of equipment has in greater or less degree the character of 
replacing a part of a machine. The cost, yield, and value — i.e. 
the quantity — of an investment item or increment, reside largely 
in Organic relationships, rather than in partioxdar physical things 
or conditions. 

^ It is to be noted, however, that there is a form of capital, called “ good will,” 
which is created by investment, and owned and bought and sold, the real sub- 
stance back of which is a state or attitu.de of human beings. 
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5. Enough has been said to maJke it clear that neither of the 
processes discussed by Professor Hayek in connection with the 
structure of investment {i.e. neither changes in the durability of 
goods nor changes in their construction period) exerts an identi- 
fiable effect on a definable “ period of production ” in society as a 
whole. Moreover, they are similarly unconnected with quantity 
of investment, and quantity of investment is likewise unconnected 
with any production period. Correspondences in this field are 
limited and accidental, without theoretical significance for the 
nature and role of capital. It is extremely difficult to give any 
intelligible meaning to a “ period of production,” and it certainly 
has no meaning of the sort assumed in the B5hm-Bawerk— Hayek 
theory of capital. The production period for consumed services, 
if the expression is to be used at all, is zero, while the production 
period for the capital equipment of society is all past economic 
history. 

It is true that in production particular materials go through 
technical processes and exist in the form of particular named 
things for intervals which can be more or less definitely dated as to 
beginning and end. If a particular method of identifying and 
naming the things and dating the life termini of each could be 
agreed upon, and if the list itself remained unchanged, it would be 
possible to speak of a change in the average length of all such 
processes.’- Both these assumptions are widely contrary to fact, 
and the period in question would have no meaning for economic 
analysis if determined. A practically indefinite number of 
“ things,” in every relation of simultaneity and succession, are 
involved in the production of any increment either of satisfaction 
or of wealth. There is also more or less used in business manage- 
ment discussions a notion of an average “ turnover ” of invest- 
ment. This might be defined in several different ways and is not 
scientifically usable even for accounting purposes. ^ But none of 
these concepts is a genuine average, and none of them either 
corresponds to the BGhm-Bawerk conception of a production 
period, or has any significance for the theory of capital ; none of 
them will at all necessarily increase in length with an increase in 
total investment. 

If an account with a particular ** thing ” is set up and kept 

^ The mode of averaging would be restricted by the fact that items approach 
zero and infinity as limits. 

* In the Eook'OMIo iTottiin’aii for March 1934, Marschak very neatly shows that 
the conception of the production period, developed by Mr. Oifford (Econ-omio 
J ovEus-Ai., Dec. 1933) reduces to one of these possible turnover formulas, namely 
capital divided by total income — ^incidentally one of the least meaningful. 
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from the moment it begins to afEect economic plans to the moment 
it ceases to do so, and even if the end of the interval really repre- 
sents approximately complete liquidation into products already 
consumed — ^it is evident : I’irst, that no assignment of a time 
interval can be made either (1) to the production and consumption 
of the increment of output consumed in any small increment of 
time, or (2) to the period of investment of the increment of resource 
services expended in any small increment of time. (Professor 
Hayek in effect admits this in his paper.) Second, it is also 
evident that if the capital-creation-and-use in question is profitable 
at all, the time required to produce the total amount of output 
yielded before final liquidation is probably decreased by the 
project. (If the product is unique this is true of its value.) 

6. Exceptionally, if ever, strictly speaking, is real liquidation 
of a concrete item into consumed product in question, and only 
within fairly narrow limits is it possible. Where an enterprise as 
a whole is initially planned for liquidation (closing of its books) 
at a foreknown date, a part of the equipment used will be planned 
for the life of the enterprise, and another part not amenable to 
this treatment will be planned primarily for the largest possible 
recovery or “ salvage ” value. Even then, capital is typically 
invested in some other form as it is written off out of its gross yield. 
In general, capital investment is planned for perpetual mainten- 
ance, as capital, including any necessary replacement by items of 
some kind. Possibility of liquidation, and occasionally the fact, 
is important to an individual, but normally this means sale to a 
new owner. Mobility of investment is important both technically 
and economically; but the relation of construction period and 
service life to mobility constitutes two distinct problems (see below, 
section 8). 

7. With reference to a new venture of any kind, which repre- 
sents a net addition to capital — whether it is a new enterprise or 
plant, or a nominally distinct concrete device, an “ improvement ” 
in any existing item, the creation of good will, or whatever form 
it may take — ^the interval between the decision which is the 
starting point of the venture, marked by setting up an account 
with it, and the date when the result as a productive Txnit begins 
to operate at something like normal capacity, is more or less 
determinate. This is the construction period in the proper, 
accounting sense, for the item. It is a fallacy to treat this interval 
as a part of the production period for the output subsequently 
made by the aid of the capital produced. This might be reasonably 
done only if either (a) the entire future output of the investment 
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iacrement through all time is considered as a unit, or the invest- 
ment is really liquidated and consxuned, which implies a general 
net liqxddation of the economic system. In any case, the entire 
social equipment in existence when the venture is started — 
accumulated through all past time — ^is included in the “ primary 
factors ” used indirectly through producing the new capital 
increment, which means that technically the production period is 
all past time. The fact that making an investment requires time 
no more adds to the production period for any subsequent product 
of any “ unit ” to which any increment of investment is added 
than does the fact that disinvestment (see next section) requires 
time mean that that time, if it could be determined, would be 
added to the production period for the subsequent output of 
society, or of any definable tmit of capital from which the 
particular decrement is subtracted. 

Tr> any society which as a whole maintains its total capital 
quantitatively intact, all liquidation is in effect transfer of invest- 
ment from one holder or one form to another holder or form, or 
both. ^ No particular item of investment once made and incorpor- 
ated into the productive system of a social economy can ever be 
said to be liquidated at any particular time, and this would remain 
true if the end of the world could be foreseen by any interval in 
advance, and if the entire system went through the most rational 
and complete possible process of liquidation. Thus the duration 
of an investment is to be completely separated in thinking from 
the dmrability of any particular thing or group of things in which 
the investment is embodied.” In general, the duration of all 
investments, in a society which is at least fully maintaining its 
total capital, is infinite, even though the investment “ in ” a 
partietdar thing, or the investment “ owned by ” a particular 
individual or corporate person, is liquidated, either through sale 
or through consumption of the replacement fond. 

It is also to be emphasised that the amoimt of capital which 
can be withdrawn from any investment by imder-maintenance 
has no definite relation to its cost of production. It is largely 
relative to the speed of withdrawal; but neither the amount 
“ disinvestable *’ nor the possible speed of disinvestment has any 

^ Tlie notion of maintaining any capital quantitatively intact cannot be given 
exact definition; bnt tliis limitation applies to all quantitative analysis in 
economics, and the notion itself is clear and indispensable, and measurement, even, 
is fairly accurate. For most problems, moreover, the total in an absolute sense is 
not important ; an addition to or subtraction from one account not involving a 
directly offsetting subtraction from or addition to some other is all that need be 
identified. 
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definite relation, either to the construction period or to the 
“ normal annual maintenance charge. Amount and speed of 
withdrawal are both farther relative to distance and accuracy 
of foresight, especially to plans at the time an investment is 
physically committed. The amount of the present wealth of any 
nation which could be liquidated into consumption in any interval 
before an announced annihilation catastrophe would be limited, 
however remote the date. But, as already noted, any investment 
item which is the subject of a capital account can be “ written ofE ” 
in any interval, if, and only if, it has a sufficient yield above pure 
interest ; and no investment in things of limited productive life 
will ever knowingly be made unless the imputed income is adequate 
to write it ojff (wdth allowance for salvage value) and replace the 
source "with one of equal yield, in that period. 

8. The connection in which time is really significant is that 
of the mohility of capital, freedom to transfer it to some other use. 
But in this connection we must avoid a common and fatal con- 
fusion between real, technical and economic mobility, and some- 
thing utterly different. What people really want to do, in the 
main, by way of liquidating investments, especially in connection 
with a depression, is to convert them into money,” not into 
consumable product, and this is, of course, a problem in the 
theory of money, and not one in the theory of capital or production. 

Beal movement of capital from one field to another may 
involve either of two processes, either the use of the same concrete 
things in a different connection, or their replacement by other 
things differently specialised. Physical transfer may, of course, 
in addition, be accompanied with more or less alteration or 
reconstruction. In the transfer of capital from one field to 
another, durability (i.e., its opposite) is an element, but one the 
importance of which it is natural to exaggerate enormously. 
Mobility, whether through physical transfer or replacement, must 
be considered in connection with the structrural integration of a 
particular item in the entire industrial system in which it is used, 
and this includes the “ labour ” of every kind and grade as well as 
the “ property ” element. Obviously, mobility has no meaning 
in connection, say, with a part of a machine, apart from the 
machine as a whole. But this is true, with a difference in degree 
at most, of the production tmit of which the machine is an element. 
Even the business enterprise cannot be considered independently. 
(Any unit separately owned will, if mobile, be in an independent 
position in that it can always force the larger, relatively immobile 
unit of which it is a part to give it an income share on the basis of 
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tlie best opportunity wMch. may be open to it.) In general, the 
mobility of any item tends to be less than that of the most immo- 
bile item with which it is complementary in use — ^rather that of 
any organisation as a whole of which it is a part, and this immo- 
bility is likely to be much greater than that of any single item in it. 

The discussion of mobility is confused by the further fact that 
the real problem is almost entirely one of uncertainty. As already 
shown, there is no problem of mobility if the time and conditions 
of transfer are anticipated when an investment is made. When 
either a particular transfer, or general fluidity at a known date in 
the future, is planned for when the investment is made, the eflect 
on the durability or permanence of particular concrete items will 
rxm partly in each of the two possible opposite directions ; in a 
complex unit as a whole, some items will be built more cheaply and 
of shorter life, in order to minimise loss on abandonment, while 
others will be made more expensive and more durable, but of more 
standardised design, so as to have the maximum value for other 
uses when the given project is liquidated. The latter case is 
common enough in coimection with buildings, for example, where 
extra expense in construction is often incurred to facilitate re- 
adaptation to some other use in the event of a decline in the 
demand for the service for which they are initially designed. 

9. Particularly in connection with cycle theory, actual mobility 
of investment is approached in importance by the possibility of 
temporary, partial postponement of maintenance, without loss of 
use value. Here it is of some consequence that the part of 
maintenance which figures as replacement superficially appears 
to be postponable by an interval bearing some relation to the 
service life of the items involved. Put this is the standpoint of the 
individual enterprise and an accident of its scope. Actual technical 
possibility of postponing production of replacements without 
interrupting operations depends on a complex of conditions. 

10. Of comparable importance, again, is the freedom to leave 
an item out of use without deterioration or other upkeep cost. 
There are, of course, t37pes of property which deteriorate as fast 
when kept idle as when used at normal capacity, or even faster. 

"Under this last item, again, the ramifying complementary 
technical relationships and connections of ownership must be 
considered in determining what is the effective investment unit 
for which freedom of use or non-use is in question. 

So unportant that it must be repeated in conclusion, is the 
fact mentioned in connection with mobility (section above), that 
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the entire notion of fluidity in investment in connection with 
crises and depressions is largely an individualistic delusion — a 
“ fallacy of composition.” In a time of depression, when people 
are clamoming most madly to convert assets into money, there is 
little or no question of an actual physical liquidation of plant into 
consumption. The phenomenon is partly one of maladjustment, 
mainly one of money, prices, and debts. The fluidity chiefly in 
question is marketability for cash, and the practical difficulty and 
the theoretical problem lie in the field of cash ” rather than in 
the technical properties of investment goods. ^ 

In connection with the “jam” which occurs at a time of 
depression, the way in which the situation would be altered if the 
“ investment structure ” in the dual sense discussed by Professor 
Hayek were lengthened or shortened, is a problem of almost 
infinite complexity. Only two or three considerations can be 
briefly mentioned here. Pirst, it is rnidoubtedly true that the 
time required to carry out any industrial expansion involves a lag 
in yield which is an important factor affecting the amount of 
“ over-investment,” whether relative or absolute — or whatever 
that apparent over-development of capital goods industries 
which is of undoubted importance in cycle theory may finally be 
foimd to mean. And the time required to construct capital goods 
is a factor, but only one among other factors, in the lag of increase 
in output behind expansion activities. Second, immobility of the 
productive agencies tied up in any over-developed line is un- 
doubtedly an important fact in the depression phenomenon. But 
(third) whatever role is assigned to technical maladjustments of 
any and every kind in cycle theory, it is perfectly certain that the 
durability of capital goods is only one factor in the economic 
immobility of capital itself, and also (fourth) that the immobility 

^ In this connection it is, of conrse, fundamental that in the modem world 
“ cash ” itself arises largely ont of debts whose power to perform this function 
depends on their own liquidity in terms of money ” in a narrower sense. But 
the confusion of this liquidity of loans with the “ disinvestability of capital which 
is implied in the Hayek theory of crises is a fallacy even more egregious than those 
considered in detail above. Loan liquidity means, and can mean, nothing but 
marketability for money, either of the evidence of indebtedness as such or of 
disposable assets of the debtor. Maturity dates are largely illusory, superfluous 
and evil, but only their meaning is in question here. They make some or all of 
the assets of the borrower a guarantee of the money value of the debt at a stated 
date. To interpret a maturity as meaning an obligation of the debtor to ‘ ^ liqui- 
date in a real sense, i.e, convert his capital goods into products and turn these 
over to the creditor, is surely an absurdity difficult to surpass. There is small 
likelihood that the lender would want the products, and little more presumption 
that they would be more convertible into any particular amount of money” 
than any other assets. 
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of labour (including, of course, speciaEy trained people) is of fully 
comparable importance with the immobility of property; and 
furthermore (fifth), that economic inflexibility in the large is in 
large part a matter or price “ stickiness,” along with physical 
considerations. 

In short : A depression, in its critical aspect of serious unem- 
ployment (of persons and of property) no doubt generally involves 
more or less previous mistaken commitment of resources, human 
and non-human, sustained by immobility. But it is essentially 
a matter of price maladjustment, sustained by price stickiness. 
If labour were mobile and wages flexible, no fixity in the capital 
structure would give rise to unemployment, of labour or 
capital, though efficiency might be greatly reduced. The im- 
portance of the first is in any case relative to the second. The 
rdle of capital durability and production period is limited to 
contributing toward the wrong commitment and immobility of a 
relatively small fraction of the productive resources of a system. 
It is at most a not very large fraction of another similar fraction 
of the cause or means of cure of the basic evils. 

There is no theoretical reason why there should not be fully 
developed and completely tjrpical cycles in a society in which no 
capital goods whatever were used. Such a situation may be 
visualised by considering what might happen if all economic 
production had the form of personal services, say, of vocal music, 
especially if largely organised in the form of the chorus. The 
phenomena of training periods and resistance to retraining, in 
relation to changes in demand, and to money, credit, and price 
changes and resistance to change, would be present and adequate 
to give rise to all the characteristic manifestations now met with. 
The example is especially in point since the production period ” 
would clearly be of zero length. Under these conditions no one 
would think of trying to compute an average period of immobility 
for a fraction of the productive resources of society and treat it as 
a “ period of production.” ^ 

Frank H. Kniokt 

The University of Chicago. 

^ Since tlie publication of tbe Mconoonic JSJssays in Honour of Gusta/o Cassel and 
of Professor BCayek’s article, tbere bas appeared in BJconomica an article of my own 
entitled ** Capital, Time, and. tb© Interest Hate ” covering some of tbe same 
ground as tbe foregoing. If tber© is for some readers some repetition, no on© is 
under compulsion to read botb articles ; and I am also reminded of tbe apology 
for repetition with wbicb Herbert Spencer concluded the Preface to bis L>ata of 
Mthics : ** Oxily by varied iteration can alien conceptions b© forced on reluctant 
minds/’ 



TWO METHODS OF STATISTICAL PIlESE2^TATIO]S 

I. C02kEPAJEtATIVES 

The way in which, statistics are generally represented, to-day 
does not make it easy for the non-technical person to comprehend 
them. This article will attempt to show methods of presenting 
statistics which will enable the fnll significance to be grasped with 
much less effort. 

The first of these methods is to be employed when merely the 
comparati-ve rates of change are to be represented bnt not the 
absolute -values of the different items. Comparisons of price 
changes of various commodities is an example of this. Their 
absolute prices are not comparable with one another, since the 
prices relate to different units of weight and size and so have no 
common physical basis of measurement. Another example is to 
be found in comparisons of the rates of change of index-numbers 
in different countries, since the absolute value of index-numbers 
has no meaning at all. A new kind of representation is possible 
in such cases and the figures obtained may be termed “ com- 
paratives.” 

In Table I, 1 the price developments of four different com- 
modities are given as decimals, in the way that is generally usual. 

If one attempts to compare the rise in the price of Flax from 
December to February from 43*4 to 49-3 -with the rise of Wool 
during thesame period from 7-14 to 8-01, a di£S.culty at once presents 
itself. The two rises can only be compared -with some difiSLculty, 
since one cannot see at once which rise is relatively the greater. 
A calculation must first of all be made either on paper or in one’s 
head to the effect that they are approximately equal, i.e, 12 per 
cent, and 11 per cent, respectively. It would therefore be of 
great value to the average reader if these calculations were already 
included in the statistics. 

Unfortunately, in the above example, it is not possible to make 
all the figures instantly comparable -with one another, but there 
exist compromised solutions which to some extent render the 
tables more easy to handle. For example, it is usual to make 
use of the so-called “ chain method,” which, however, has great 
disadvantages. 

Further, as in Table I, 2, it is usual to choose as a base some 



96 


TEDS ECOlSrOMIC JOTTBNAL 


[makoh 


earlier date, and to reduce to 100 the whole column for that date. 
Two advantages are obtained by reducing a column as a whole to 
100. ^Firstly, it is possible to obtain changes in approximative 
percentages by merely subtracting two items of a row one from 
the other but without dividing the resrdt of this subtraction by 
one of the two items. Secondly, it becomes easy to compare the 
rate of change between an item in any one column on the one 
hand and the corresponding item in the base column on the other. 
The fact that all the figures in the base column are 100 saves even 
the time required to subtract the one item from the other. For 
example, if an item is equal to 106 in any column, then it has 
simply risen 6 per cent, since the date chosen as a base, for which 
the figure is 100. 

Tables I 


1, 1. 

I, 2. 

Prices of 



Jan. 

Peb. 

Hov. =* 100. 

Hov. 

Dec. 

Jan. 

Feb. 

Plax £/toii 
Hemp £/ton . 
Wool djlh. 

Silk - 

46-S 

14-76 

7-00 

6-67 

43-4 

14*66 

7*14 

6-42 

48*4 

15-04 

8-01 

6-79 

49-S 

14-88 

8-01 

6-65 

Flax 

Hemp . 

Wool 

Silk 

100 

100 

100 

100 

94 

99 

102 

96 

105 

102 

114 

102 

106 

101 

114 

100 

I, 3. 

I, 4=. 

Prices Comparatives 

Average 
1867-77 = 100. 

Hov. 

Dec. 

Jan. 

Feb. 




Feb. 

o, 1 

Hov. 

Doc. 

Jan. 

Feb. 

Plax 

Hemp . 

Wool . 

Silk 

98 

66 

35 

28 

92 

65 

36 

27 

103 

67 

41 

29 

104 

67 

41 

28 

49-3 £/ton 
14-88 £/toii 
8-01 d./lb. 
6-65 S/i./lb. 

Flax 

Hemp 

Wool 

Silk 

94 

99 

87 

100 

88 

98 

89 

96 

98 

101 

100 

102 

100 

100 

100 

100 


However, this method is insufS-cient in those cases where 
statistics are regularly published, since as time goes on the figures 
diverge appreciably from 100. The figures appear then no longer 
as in Table I, 2 but as in Table I, 3. So, the first advantage of the 
application of a base column is lost, because, the figures being 
appreciably different from 100, one can no longer avoid dividing 
the difference between two items, by one of them, in order to 
obtain the approximate percentage of the change. The second 
advantage of the application of the base is also lost, since as time 
goes on a comparison with the base column, which is growing 
ever more obsolete, becomes continually less important. Thus 
it is obvious that the idea of reducing a whole column to 100 is 
sound, but, in case of regular returns, the obsolescence of the base 
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destroys the advantage. A new method is, however, possible 
which, though not used hitherto, would avoid this defect. 

The essence of this new method is that in every succeeding 
return a fresh column, that is to say the column containing the 
most recent statistics, is taken as the base column. Accordingly, 
each whole row has to be multiplied by such a factor that the 
figure in the most recent column becomes equal to 100. The 
figures obtained may be termed “ comparatives.” An example 
of these is given in Table I, 4. 

Ketnrns are published in order to show the course of events 
to the economically minded public, i.e. practical economists, 
government experts, bankers or merchants. In nine cases out of 
ten they do not seek an answer to historical questions, but simply 
wish to know how things are going on at the present moment. 
The only point of time which really interests them is the present, 
just because it is the present, and as such is distinguishable from 
the more or less remote past. Therefore it is important that in 
Table I, 4 the column which is chosen as a base, and for which 
comparisons are made especially easy, is the most recent column. 

Against the advantages of this method there are certain 
di ffi culties. 

The first difficulty confronts the author and the publisher but 
not the reader. With each new issue a new base has to be 
calculated; accordingly, the whole table has to be recalculated 
and reset. Both processes require time and money, so that the 
improvements in the service to the customer is purchased at the 
price of a certain increase in the operating costs. 

The second difficulty is that through the change of base, the 
figures in any one return cannot be compared wdth the figures in 
any other. That is, when “ comparatives ” are published, it is 
tacitly assumed that the reader will only use the figures in that 
particular issue and will not consult those in previous numbers. 
However, it is not always possible to presuppose this. 

This difficulty can be overcome if one considers that there 
are two (and only two) different purposes for which two different 
presentations, published simultaneously, are appropriate. Tor 
the first purpose, i.e. for a practical usage, it is essential that the 
course of development can be seen at a glance, and accordingly 
the appropriate “ comparatives ” ought to be published with a 
greater number of comparative previous columns. Tor the 
second purpose, i.e. for use as source material, the statistics must 
be so arranged that as many combinations of remote columns as 
desired can be used independently from the combination given in 
ISTO. 177. VOL. XLV. H 
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the original publication. Thus, for the present issue of the return 
an extra column may be used (as in Table I, 4) which is not reduced 
to 100, but is printed as appears in Table I, 1. Those extra 
columns are naturally comparable with one another in any one 
issue, and thus from any back numbers which are necessary one 
can establish as many combinations of the figures as one wishes. 

Finally, it should be noted that it is often useful to reduce the 
last column but one to 100, instead of the last column. This 
method should be used in weekly or daily pubhcations in which 
speedy calculation is necessary. It is then possible to calculate 
the necessary figures before the actual base day arrives and to set 
up the table in advance, so that after the base day only one 
column — the last — has to be calculated and set up. 


II. Index Rela-tives 

It is only permissible to calculate an index-number from a 
series of price changes in the case when they exhibit a certain 
** convergence,” but absurd to speak of a common trend when 
they are completely divergent. In the case of commodity prices, 
causes of such “ convergence ” are, for example, central bank 
policy as well as the general state of trade. These factors influence 
the price of all commodities in the same way. In the case of 
share prices, political events, the situation of the money market, 
price movements on overseas stock-exchanges have a common 
eflect on the prices of all shares. 

In addition to containing convergent factors, prices also 
contain “ divergent ” factors. Any assumption to the contrary 
would imply that all prices would alter in the same sense and to 
the same extent, thus rendering entirely superfluous the calculation 
of an average amount of change. As a matter of fact there are 
quite a number of influences which could effect such a “ diver- 
gence.” For example, in the case of commodity prices, the result 
of technical improvements or of alterations in the taste of con- 
sumers, will be rising prices for some commodities and falling for 
others. In the case of share prices, new items or rumours con- 
cerning individual companies have the effect of raising the 
quotations of some shares and lowering others. 

Thus, changes in commodity or share prices are synthesised 
from “ converging ” and diverging ” tendencies. Of these the 
index-numbers represent the general tendency, i.e. only the 
“ converging ” part of this combination is extracted, whilst 
simultaneously the diverging part is eliminated. 
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The eombmed tendencies are represented by the changes in 
the quotations of commodity or Stock Exchange prices and it is 
usual for papers to publish them daily. The “ convergency ” 
extracted from these data is represented by the index-number 
and is usually also published regularly. 

Beside actual prices, and besides their respective index 
numbers, it would be of equal importance to calculate and publish 
additional figures which may be termed “ index relatives.” In 
contradistinction, these would extract and reproduce the “ diver- 
gent ” parts and thus eliminate the “ converging ” parts. 

The price of each particular commodity or share on any day 
will be divided by the corresponding index-number for that day. 
In this way, for each share or commodity a specific “ index 
relative ” value is obtained. Thus, in Table II, 1 the same com- 
modity prices are reproduced as in Table I, 1 , including in addition 
their index -numbers for the corresponding days. In Table II, 2 
each single price has been divided by the index-number of that day 
(and multiplied by 100) in order to obtain the new “ index 
relatives.” 


II, 1. 


Prices 

!N'ov, i 

Dec. 1 

Jan. 

Feb. 

Plax £/ton 

46-3 

43-4 

48-4 

49-3 

Hemp £/ton , 

14-75 

14-66 

15-04 

14-88 

Wool d/jfYb, 

7-00 

7-14 

8-01 

8-01 

Silk sA.Ab. 

6-67 

6-42 

6-79 

6-65 

Index-Humber 

79-3 

80-0 

82-5 

82-5 


II, 2. 


Index 

Relatives of 


X)ec. 

Jan. 

Feb. 

Flax 

58-4 1 

54-2 

58-6 

59-7 

Hemp . 

18-6 1 

18-3 

lS-2 

18-0 

Wool 

8-9 

9-0 

9-7 


Silk 

8-5 

8-0 

8-3 


Index-N’umber 

100 

100 

100 

100 


Tables II 


II, 3. 


Index Comparatives of 

Relatives Index Relatives 


Feb. 

of 

Nov. 

I>ec. 

Jan. 

Feb. 

59-7 

Flax 

98 

91 

98 

lOO 

18-0 

Hemp 

103 

102 

101 

100 

9-7 

Wool 

92 

93 

100 

lOO 

8-1 

Silk 

106 

99 

102 

lOO 

100 

Index- 

Number 

100 

100 

100 

100 


The changes over a period of time of the “ index relatives ” of 
Table II, 2 bring out clearly and immediately which commodity 
movements have exceeded the general trend, and which have 
lagged behind or even have moved in a contrary direction. As 
each “ index relative ” was obtained through dividing the price 
by the index-number, the general trend over a period of time has 
been eliminated, whilst the differences in the movements of the 
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TarioTis commodities have been brought ont. Prom the “ index 
relatives ’’ in Table II, 2 the movements of the commodities 
relative to one another may be obtained. 

It is clear that “ index relatives ” are every bit as important 
in their function as the index -numbers themselves. It is equally 
clear that the “index relatives’* have the same logical and 
mathematical errors as the index-numbers and the prices, but 
contain no additional errors, because the “index relatives ” and 
index-numbers are complementary, portraying as they do the two 
aspects of the same problem. 

The position of the “ index relatives ” in the general body of 
statistical doctrine is similar to that occupied by figures relating 
to dispersion. The latter have also as their object the measure- 
ment of the average deviation from a general average (e.g. from 
an index-number), but only expressed by means of one figure for 
all values. On the other hand, the “ index relatives ” may be 
considered as a group of dispersion figures which are expressed 
for each particular quotation (commodity or share) by a specific 
ratio. 

“ Index relatives ” further have much in common with certain 
graphical methods of representation. It is usual to represent on 
one graph several series of commodities or shares along with the 
index-number. The relative movements can then be seen to 
some extent as long as too many series are not represented on the 
graph. This graphical method is by no means identical with the 
“ index relatives.” The graphical representation of “ index 
relatives ” could be obtained if the ordinates of the individual 
items were expressed in rmits of the index-number. Such a 
graphical representation of the “ index relatives ” can be applied 
with profit in cases where the number of series is small. 

Any single “ index relative ” of Table II, 2 has no meaning by 
itself, just in the same way as the absolute value of a single index- 
number has also no meaning, only its change over a period of 
time is significant. Thus, “ index relatives ” are suitable for 
presentation in the form of “ comparatives ” as in Table II, 3. 
The practical advantage of a combined representation of “ index 
relatives ” worked up as “ comparatives ” is a double one : 
working up the source material contained in Table II, 1 into 
“ index relatives ” in Table II, 2, it is not necessary for the reader 
to compare every change in a particular item with the change in 
the trend during the same period. Besides this, by the additional 
working up of the Table II, 2 into “ comparatives of index 
relatives ” in Table II, 3, he saves as well the computation into 
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percentages. Thus, all the work is already done by the author 
of the statistics. 

A fuller example of index relatives ” is given in Table III, 3 
with special reference to their application in the case of com- 
modities. The figures are taken by kind permission from the 
Statist. 

Tables III 


III, 1 . — Index- Numbers of Commodities. 



Kov. 

[ Dec. 

1 

Jan. 1 

1 

Feb. 

Mar. 

Apr. 1 

May. 

June, i 

July. 

Vegetable Rood 

Animal Food 

5S 


60 

60 

59 

1 5S 

58 

60 


105 


112 

111 

107 

108 

113 

110 

KVTiH 

Sugar, Coffee, Tea 

47 


53 

53 

53 

53 

58 

51 


Minerals 

111 

Ill 

111 

112 

113 

111 

108 

107 


Textiles 

67 

6S 

78 

74 

74 

71 

71 

71 

71 

Sundries 

79 

79 

SO 

79 

SO 

80 

79 

78 

7S 

AU Food 

73 

74 

77 

77 

75 

75 

77 

77 

81 

All Materials 

84 

84 

86 

86 

87 

85 

85 

84 

84 

All Commodities 

1 

79 

so 

S3 

S3 

82 

81 

81 

81 

82 


Ill, 2. — Index Relatives of the Groups. 


Index Relatives Comparatives of Index Relatives 


July. 

Of 

Nov. 

Dec. 

Jan. 

Feb, 

Mar. 

Apr. 

May. 

! June, 

July. 

lOO'O 

All Commodities 

100 

100 

100 

100 

100 

100 

100 

100 

100 

97-7 1 

AU Food 

94 

95 

96 

96 

94 1 

95 

97 

97 

100 

101-6 1 

AU Materials 

104 

104 

103 

103 

104 i 

104 

103 

102 

100 

85-4 

Vegetable Food 

86 

85 

85 

85 

84 1 

84 

84 

87 

100 

133-3 

Animal Food 

99 

102 

102 

101 

98 

100 

105 

102 

100 

60-0 

Sugar, Coffee, Tea 

98 

98 

106 

108 

108 

109 i 

108 

106 

100 

130-3 

Minerals 

107 

106 

103 

104 

105 

105 

102 

102 

100 

86-3 

Textiles 

98 

98 

! 102 

104 

104 

101 

102 

101 

100 

94-5 

Sundries 

106 

105 

103 

102 

103 

104 

104 

103 

100 


III, 3. — Index Relatives of the Individual Commodities. 


Index Relatives Comparatives of Index Relatives 


July. 

of 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

Apr. 

May. 

June. 

July. 

121-3 

jlnimal Food : 

Beef, Prime 

102 

103 

98 

95 

95 

98 

98 

99 

100 

135-8 

Beef, Middling 

89 

90 

100 

96 

95 

96 

98 

97 

100 

154-1 

Mutton, Prime 

88 

90 

82 

85 

83 

95 

108 

106 

100 

172-2 

Mutton, Middling 

85 

90 

81 

81 

80 

91 

104 

102 

100 

135-8 

Pork 

109 

120 

129 

125 

126 

119 

105 

105 

lOO 

142-8 

Bacon 

98 

97 

116 

116 

108 

101 

104 

104 

lOO 

70-9 

Butter 

155 

149 

123 

131 

113 

101 

102 

102 

100 

96-3 

Teactiles : 

Cotton, Mid Am. 

75 

78 

87 

91 

90 

86 

91 

99 

100 

92-2 

Cotton, M.G-. Oomra 
No. 1 

84 

86 

88 

92 

87 

84 

93 

100 

100 

162-0 

Flax, Xiiv. Z.K:. 

76 

71 

77 

78 

85 

88 

90 

101 

lOO 

80-1 

Hemp, ManiUa, fair 
Jute, Xightnings 

104 

102 

102 

101 

101 

103 

102 

102 

100 

86-3 

101 

107 

107 

111 

109 

106 

102 

102 

100 

110*6 

Wool, S. Australian 

137 

139 

145 

143 

144 

131 

126 

102 

100 

38-4 

Wool, liincoln H.H. 

116 

117 

128 

128 

128 

122 

114 

102 

100 

25-7 

Silk, Common N. Style 

139 

132 

136 

133 

129 

122 

116 

112 

100 
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Changes in commodity prices, caused by influences of monetary 
policy or of trade cycles, afleet the prices of all commodities to 
an equal extent and are consequently convergent. Thus, these 
changes are included in the movement of the index-number, so 
that, on the contrary, the index relatives ” must necessarily 
be independent of them. Accordingly, the “ index relatives ” 
portray the changes in the value of each commodity, free from 
monetary or trade cycle influences. 

The “ index relatives ” are prices, divided by the appropriate 
index-number, and so the prices are expressed in units of the 
index-number. Accordingly, the prices are measured in a sup- 
posed currency, of which the supposed unit of currency is equal 
to the absolute value of the index-number. Thus, one can look 
upon the “ index relatives ” of wholesale commodities as values, 
obtained by conversion of the original prices from terms of the 
legal currency into terms of a supposed “ index currency.” 

The expression of values in a supposed “ index currency,” as 
measured by the “index relatives,” does not involve the actual 
employment of a legal “ index currency.” But even this mere 
expression would not be valueless in the eyes of friends of the 
Index Currency Theory, because improvement in the measure- 
ment of commodity values is one of their main alms. Further, 
one may suppose that opponents of the Index Currency Theory 
would also consider this measurement as valuable. Their opposi- 
tion is not directed to the measurement of commodity values by 
an index-number, but rather to a legal management of the 
currency, made in order to obtain a constant index-number. 

The difficulties of exact measurement of individual commodity 
values are particularly great with price movements in countries 
where the gold standard is suspended. Comparisons between 

Tables IV 


IV, 1. — Index-Numbers of ordinary Shares and Stocks. 




Kov, 

Jan. 

Eeb. 

Mar. 

Apr. 

May. 

June. 

July. 

Aug. 


Building IMaterials 

Coal 

Cotton 

Electric I/iglit & Power 
Gas 

Iron Steel 

Oil 

Electric Supplies 

Home Bails 

Shlppine 

Stores & Catering 
Breweries Distilleries 
Miscellaneous 

69 

96 

66 

127 

133 

46 

64 

95 

79 

19 

75 

98 

59 

69 
101 

54 

133 

135 

52 

70 
99 
83 
20 
76 

100 

61 

71 

98 

55 

133 

134 
52 
69 
95 
91 
18 
76 

105 

63 

76 

97 

52 

134 

134 

52 

67 

92 

96 

IS 

76 

110 

64 

79 
98 
50 

135 

135 

56 

65 
92 
92 
IS 

80 
113 

66 

82 

97 

50 

126 

135 

53 

66 

92 

82 

17 

81 

112 

65 

82 

94 

48 

127 

135 

51 

63 

92 

77 

16 

79 

110 

63 

80 

89 

44 

129 

135 

51 

60 

94 

70 

15 

SO 

110 

60 

85 

88 

47 

130 

136 

51 

63 

95 

78 

1 15 
81 
113 

63 


Total 

69 

71 

i 

72 

72 

73 

72 

71 

69 

71 
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IV, 2 . — Index Relatives of the Groups by the Total Index-Humber. 


Index Relatives Comparatives of Index Relatives 


1 

Aug. 

1 

! 

1 Xov. 

1 

, Jan. 

^ Feb. 

, Mar. 1 

Apr. 

May. 

' June. 

July. 

! Aug. 

120 

Building Materials 

r 83 

; 81 

i S2 

; ss 

89 

95 

96 

t 97 

i 100 

124 1 

Coal 

! 112 

114 

' 110 

109 . 

107 

i 109 

, 106 ! 

! 104 

lOO 

66-2 

Cotton 

! 123 

115 

1 115 

, 109 ' 

103 

1 105 

102 

96 

; lOD 

183 

Electric Eight & Power 

101 

102 

101 

102 , 

101 

96 

98 , 

102 

1 100 

192 

Gas 

101 

99 

97 

1 97 ‘ 

96 

98 

99 : 

102 

100 

71*8 

Iron &, Steel | 

93 

102 

101 

' 101 ! 

105 

103 

100 1 

103 

100 

88-7 j 

Oil 

105 

111 

108 

' 105 

100 

i lOO 

100 ; 

98 

100 

134 

Electric Supplies 

103 

104 

98 

96 , 

94 

j 96 

, 97 i 

101 

100 

110 

Home Rails 

104 

106 

115 

' 121 1 

115 

1 104 

98 i 

92 

100 

21-1 

Shipping 

131 1 

131 1 

117 

! 119 , 

117 

t 109 

105 

102 

lOO 

114 

Stores & Catering 

06 

94 1 

93 

: 93 

95 1 

99 

i 97 ! 

102 

100 

159 

Breweries & Distilleries 

89 1 

89 

92 

96 I 

97 

1 98 

> 97 I 

100 1 

lOO 

100 

Total I 

100 

100 

100 1 

100 , 

1 

100 

1 

100 

1 

j 100 

100 

[ 100 


IV, 3 . — Index Relatives of the Individual Values by the corresponding 

Group Index-Xumbers. 


Index Relatives Comparatives of Index Relatives 


Aug. 

of 

INov. 

Jan. 

Feb. 

Mar. ■ 

Apr. 

May. i 

June. ! 

July. 

Aug, 

42-4 

Assoc. Port. Cem. 

103 

100 

99 

103 ' 

108 

101 j 

99 

99 

100 

102 

Bond on Brick Cy, 

106 

113 

115 

114 

111 

110 f 

110 

118 

100 

49-4 

Pinchin Johnson 

90 

95 

100 

97 

98 

93 ! 

99 

96 

100 

50 0 

Wallpaper, Def. 

145 

161 

150 

115 

111 

107 1 

107 

113 

100 

100 

of the Group 

100 

100 

100 

100 

100 

100 

100 

100 

100 

45-5 

Amalg. Anthracite Co. 

143 

136 

140 

125 

101 

96 

105 

99 

100 

32*0 

Bolsover Colliery 

98 

104 

96 

97 


97 

98 

101 

lOO 

83*5 

William Cory 

96 

92 

99 

100 

99 

95 

99 

97 

100 

39*8 

Staveley Coal 

85 

87 

85 

84 


86 

87 

92 

100 

100 

of the Group 


100 

100 

100 


mm 

100 

100 

100 

16*0 

Bleachers* Assoc. 

126 

123 

122 

114 

106 

106 

106 

Wm 

100 

138 

J. P. Coats 

80 

80 

81 

88 

91 

91 

95 


100 

89*1 

Engl. Sewing Cotton 

85 

88 

89 

93 

102 

97 

99 


100 

20*0 

Fine Cotton Spinners I 

134 

128 

132 

120 

115 

106 

104 

in 

100 

100 

of the Group 

100 

100 

100 

100 

100 

100 

100 

100 

100 

72*4 

Anglo-Persian 

101 

101 

103 

102 

99 

104 

mm 

104 

100 

130 

Burmah Oil 

101 

99 

102 

106 

109 

125 


102 

100 

18*2 

Phoenix Oil (£1) 

104 

107 

103 

106 

103 

89 

m^rn 

82 

100 

75*4 

Shell (Bearer) 

106 

105 

105 

103 

102 

104 

■a 

99 

100 

100 

of the Group 


100 

100 

100 

100 

I^BB^ 

100 

100 

100 

64*1 

Great Western 

105 

106 

108 

97 

98 

98 

103 

109 

100 

28*8 

E.M.S. 

106 

111 

107 

100 

101 

98 

101 

99 

100 

10 6 

E.N.E. 

116 

113 

108 

103 

103 

93 

101 

98 

100 

30*1 

Southern, Def. 

76 

80 

95 

102 

100 

97 

104 

95 

100 

100 

of the Group 



100 

100 

100 

100 

100 

100 



old and new prices are nntrue, or at least uncertain, if they are 
made either by converting new paper prices into terms of the 
old gold standard, or by comparing both prices in paper standard 
at par. On the other hand, the measurement by “ index rela- 
tives,” in eliminating the whole of the convergent influences, 
including those arising from the suspension of the gold standard, 
remains valid. 
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Another more detailed example of index relatives ” is repro- 
duced in Table TV, 3 with special reference to its application in 
the case of shares. The Actuary’s ” index numbers are used 
by kind permission of the Eccynormst. 

Table IV, 3 shows the development of different shares on the 
Tondon Stock Exchange measured by the index-numbers for 
their corresponding groups. 

From this table everyone who is interested in shares can see 
the position of those shares which are of particular interest to 
himself. If a person has been a holder of a particular share, 
whether for a year or only for two months, a glance at the table 
suffices to tell him whether he has done well or not in holding that 
share in preference to any other. Those who are in the act of 
deciding which share to buy will obtain equally useful hints from 
the table, since on examination it at once becomes clear which 
shares are behaving abnormally. Thus, a particularly interesting 
case is afforded by the fluctuations of the shares of Wallpaper 
Manuf . or of Amalgamated Anthracite Co. 

The table wiU at once focus upon both the attention of the 
readers, some of whom will be of the opinion that the fall in the 
shares is justified and will continue, whilst others, on the contrary, 
will judge the fall to have been excessive and wall come to the 
conclusion that the shares wdll rise. 

It is just as impossible for the “ index relatives ” themselves to 
show whether the future will see a fall or rise of a given share as 
it is for the changes of index-numbers to show what will be the 
future course of the general trend. The “ index relatives ” are 
not meant to play the part of the prophet, but rather to reveal 
actual facts in a clearer fashion, and to draw attention to the 
position of particular shares, in the same way as index-numbers 
show the actual direction of the general trend. 

The index-numbers m Tables III, 1 and IV, 1 of the groups, 
are represented in Tables III, 2 and IV, 2 as “ index relatives ” of 
the Total Index-Number. The conceptional difference between 
the index-numbers of groups and the index relatives ” of groups 
is obvious. The index-numbers of groups express the group- 
averages in units of the legal currency, thus representing the 
trend of a group in relation to the legal currency. The “ index 
relatives ” of groups express group -averages in units of the total 
index-number, thus representing the special trend of a group in 
relation to the general trend, either of all the commodities or of 
all the shares. 

The two different expressions of the individual “ index 
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rda'fci'V'eSj^’ obtained, jfrom di\rision by tbo total indox niimboir 
Table III, 3, and from div^ision by tbe coiresponding gronp index 
nnmbers in Tables IV, 3, sbow tbat it is possible to arrange tbe 
whole of tbe commodities or shares either in a small mxmber of 
large gronps or in a greater mxmber of smaller groixps. The smaller 
the single gronps are chosen the more similar will be the indi'vidnal 
items to one another within the gronp. Conseqnently, the devia- 
tions of the rate of change of the individnal index relatives ’’ 
will be less the smaller the gronp becomes. 

JosBiPBC ISr. iLoEBcnaYi 



RECENT CHANGES IN THE PHYSICAL OUTPUT OF 

ARABLE FARMS 

It appears to be a generally accepted axiom tbat farmers as a 
class are slow to react to changes in price levels. "Within certain 
limits, and particularly when farming is partly on a subsistence 
basis, this is undoubtedly true, and the characteristic has been 
studied and the causes explained by numbers of writers. It is 
unusual, however, to find price levels fluctuating so rapidly as 
has been the case during the last twenty years, and the period is, 
therefore, one of special significance when investigating the degree 
of elasticity of agricultural production. Another interesting 
characteristic of agriculture is the fact that a decline in prices is 
generally met, in the first instance at least, by an increase in the 
volume of production. The period since 1920 has been one of 
almost continually falling prices, and for this reason physical 
output data for these years appear to be of special interest. 

In the Agricultural Outjput for England and Wales, 1930—31 
(Cmd. 4605), some estimates are made of the physical output of 
farms since the previous Census in 1924—25. These estimates 
refer to the country as a whole, but do not differentiate between 
different sizes and types of farms, while, owing to the absence 
of the necessary data, it was not found possible to adjust the 
calculation for changes in inputs under the heading of purchased 
feeding stuffs, fertilisers, etc. To get a single index for all com- 
modities for the purpose of comparing the two Census years the 
physical output is valued at a constant price, and the resulting 
figure suggests a general increase of 3-9 per cent, in 1930—31 as 
compared with 1925. It happens that 1930—31 coincided with a 
cyclical minimum in the pig cycle, while the earlier year coincided 
with a cyclical maximum. If pig meat is omitted from the 
calculation the general increase in the agricultural output is raised 
from 3’ 9 per cent, to about 9 per cent. The increases recorded are 
not, of course, distributed equally over the many types of com- 
modity which are produced on farms throughout England and 
Wales. Notable amongst the increases were the items dairy 
produce, poultry, eggs and sugar beet, whilst among the decreases 
com crops were outstanding. 

The period immediately following the most recent Census has 
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been cbaracterised by even more rapid alterations in organisation 
than were evidenced during the preceding six years, and the 
purpose of this article is to examine some of the changes which, 
have occurred in the most important arable district of England, 
and to trace, where possible, related alterations in the purchase of 
raw material. In scope it is limited to the six counties of ISTorfolk, 
Suffolk, Essex, Hertfordshire, Cambridgeshire (excluding the Isle 
of Ely) and Huntingdonshire, the time period is the two years 
1931—33 which immediately follow the latest Census, and the data 
on which it is based are drawn partly from the Annual Statistics of 
the Ministry of Agriculture and partly from Reports 19, 21 and 22 
of the Earm Economics Branch of the Cambridge University 
Department of Agriculture. 

Einancial records relating to 500 farms distributed throughout 
the six counties, and based on an identical sample for each of the 
three years, show that net farm incomes (including wheat deficiency 
payments) have evinced a decided tendency to rise during the 
period in spite of a continual fall in the price index of commodities. 
The relative figures (1931 = 100) are shown below : 


TAlBLE I 

Changes in Index of Prices, Cross Income and Charges. 



Official Price Index 
of all Agricultural 
Commodities (England 
and Wales). 

600 Earms in six Eastern Counties. 

Gross 

Income.^ 

Gross 

Charges. 

Net Income 
per Earm. 


Index. 

Index. 

Index. 

£ 

1931 

100 

100 

100 

— 7 

1932 

94 

102 

98 

+ 43 

1933 

88 

j 

116 

101 

— j— 134 


' Adjiisted for chaxiges in. valuations. 


The official price index is weighted for the country as a whole, and 
therefore does not reflect accurately the price position in these 
arable counties. But even allowing for some distortion here, 
it is clear that the betterment in net incomes is due to an increase 
in gross incomes rather than to a reduction in gross charges. 
That gross incomes should have been so increased in spite of a 
falling price level indicates a substantial rise in physical sales off 
farms which, compared with 1931, and roughly calculated from 
the figures given above, must amount to about 10 per cent, in 1932 
and as much as 30 per cent, in 1933. Actually, of course, these 
increases have not been e<3[ually distributed over the various 
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commodities produced, and have involved a considerable quantita- 
tive addition to the raw materials purchased. While these changes 
are largely due to alterations in organisation deliberately under- 
taken by the farming community, they are at least partly caused 
by the favourable climatic conditions associated with the two 
years under review. 

The following figures compiled from the ofiBcial annual 
statistics of the Ministry of Agriculture, and referring to the six 
counties, substantiate the suggestion made in the previous 
paragraph. It may be advisable to explain that these figures are 
collected on the 4th June each year, and refer to the crop 
acreages and numbers of live-stock on farms at that particular 
date. To facilitate comparison the changes in numbers and 
acreages in 1932 and 1933 are here expressed as index numbers 
based on 1931 = 100. 

The two years 1932 and 1933 coincide with the inauguration of the 
Government’s Marketing Policy and the Wheat Act, and it is clear 
that the period has been one of very rapid readjustment on the 
part of the farming community in this arable district. With the 
exception of “horses for agricultural purposes ” and “ other sheep 
over one year old,” all types of live-stock show substantial increases 
in numbers over the 1931 base, which (referring for the moment only 
to breeding stock) amount to 11 per cent, for cows in milk, 15 per 
cent, for ewes, 16 per cent, for sows, and 21 per cent, for fowls. 
Other categories of live-stock, with the two exceptions already 
mentioned, show increases which vary in magnitude from 6 to 31 
per cent. 

In tabulating changes in crop acreages differentiation has been 
made between those crops which are grown mainly for direct cash 
sale and those which are grown mainly for feeding to live-stock. 
Such a classification has here been used to emphasise an important 
feature of recent changes, and demonstrates that while the total 
area under crops and grass has decreased by 1 per cent., the area 
under those crops which are grown mainly for direct cash sale has 
increased by no less than 13 per cent. In this category sugar beet, 
wheat, and potatoes are outstanding with increases of 91, 44 and 
30 per cent, respectively. Small fruit and orchards show only a 
small increase of 4 per cent., while there has been a decrease of 
3 per cent, in peas and 30 per cent, in barley. The area under 
crops grown mainly for fodder has declined by 18 per cent. Here 
clovers and rotational grasses are outstanding with a decrease of 
as much as 41 per cent., while root crops (mangolds, swedes, 
turnips, kohl rabi, cabbage and rape) have declined by 21 per cent. 
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Table II 

Official Statistics for the Six Counties. 



1 

1931- 

1932. 

1933. 


Numbers of 

Index based 

Index based 


Live-stock and 

on 1931 

on 1931 


Crop Acres. 

= 100. 

== 100. 


128,188 

105 

Ill 


64,820 

101 

106 


6,914 

102 

107 


58,768 

93 

106 


87.639 

111 

130 


82,937 

116 

120 


419,166 

106 

115 


336,668 




8.414 




136.162 




383,621 

113 



863,746 

111 

108 


69,114 

113 

115 


5,308 

117 

119 


408,816 

123 

131 


483,238 

122 

129 


6,602,399 

114 

121 


646,958 

99 

111 


7,249.367 

113 

120 

i 

97,503 

97 

94 


117,616 

107 

104 


337,702 

111 

144 


441,900 

91 

70 


106,413 

131 

191 


39,116 

97 

97 


43,969 

102 

104 


60,726 

120 

130 

s 

1,018,816 

104 

113 


408,687 

88 

59 


217,442 

95 

92 


7,180 

78 

61 


9,326 

82 

66 


62,465 

95 

104 


87,374 

84 

73 


82,244 

84 

82 


22,101 

85 

87 


19,697 

79 

104 


25,118 

88 

80 


54,379 

100 

101 


107,408 

124 

133 


1,103,321 

93 

82 


1,093,415 

102 

103 


3,216,662 

99i 

99 


Cows in milk 
Cows and heifers in calf 
Hulls . . , , 

Other cattle, 2 years and over 
1 yeax and under 2 
Under 1 year 

Total Cattle 

Ewes . , . . 

Hams and ram lambs 
Other sheep 1 year and over 
Under 1 year 

Total Sheep 

Sows . . . , 

Hoars . . • , 

Other pigs 

Total Pigs 

Powls .... 

Other poultry 

Total Poultry . 

Horses for agricxiltural purposes 
All horses 

Id airily cash crops : 

Wheat .... 
Barley .... 

Sugar beet 

Peas .... 

Small fruits and orchards 
Potatoes 

Total Mainly Cash ” crops 
Other crops : 

Clover and rotational grasses 
Oats .... 
Mixed com 

Hye .... 

Beans .... 
Turnips and swedes 
Mangolds 

Kohl rabi, cabbage and rape 
Vetches and tares - 
Lucerne .... 

Other crops 
Bare fallow 

Total “ Other crops 

Permanent grass 

Total Crops and Grass 
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The area under permanent grass has increased 3 per cent. Thus, 
whereas in 1931 “ cash ” crops represented less than 32 per cent, 
of the total area under crops and grass, in 1933 this proportion had 
risen to over 36 per cent. It seems probable that these figures 
under-estimate the extent of the change, for in the former year the 
proportion of the total wheat and barley area which was cashed 
was very much less than in the latter year. In the case of wheat, 
for example, only about two-thirds of the total crop was cashed in 
1931 compared with over nine-tenths in 1933. 

Table III 


Gro'p Production in the Six Counties. 



1931. 

Thousand 

Tons. 

1932. 

Index based 
on 1931 
= 100. 

1933. 

Index based 
on 1931 
= 100. 

Wheat .... 


284 

115 

169 

Barley . • . . 


337 

97 

81 

Oats ..... 


178 

99 

104 

Mixed corn .... 


5 

82 

63 

Rye ..... 


4 

83 

64 

Beans ..... 


62 

99 

107 

Peas . . . . . 


28 

96 

91 

Total Cereals and Pizlse 


888 

104 

116 

Sugar beet .... 


790 

150 

193 

Potatoes . . • . 


317 

122 

148 

Total “ Cash. ” roots 


1,107 

141 

181 

Mangolds .... 


1,340 

94 

80 

Turnips and swedes 


1,010 

88 

62 

Total ‘‘ Fodder roots 


2,350 

91 

73 

Seeds hay .... 


523 

84 

36 

Meadow hay. 


341 

85 

63 

Total Hay 

• 

864 

84 

47 



Thousand 





Acres. 

Index. 

Index. 

Crops for 'wihich acreage yields are not 




available : 





Grass not for hay 


844 

106 

108 

Kohl rabi, cabbage, etc. 


22 

85 

87 

Vetches and tares 


20 

79 

104 

Buceme .... 

- 

25 

88 

80 

Total other Fodder ” Crops 

67 

85 

90 

Small fruit and orchards 


44 

102 

104 

Other crops 

- 

54 

100 

101 

Total fruit and other crops . 

- 

98 

101 

103 
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It would appear, therefore, that cash crops are occupying an 
increasing proportion of the farmed area, and that in spite of a 
reduction in the fodder crop area the numbers of live-stock have 
been rising rapidly. Has this been achieved by greater produc- 
tivity of the land and the withholding for feed of a larger pro- 
portion of cash crops, by increased purchases of foreign fodder, or 
by a combination of both 1 To answer this question it is first 
necessary to ascertain the total production of crops, and the 
proportion of the total production which has been cashed. 

Changes in total crop production during the three years are 
shown in the following table, from which it will be seen that 
production does not vary exactly with acreage, owing to variations 
in yield per acre between one year and another. For example, in 
1933 the total production of wheat was 69 per cent, above that of 
1931, although the acreage was up by only 44 per cent. The 
comparable figures for the four groups of crops for which yields 
are available are as follows : 


Table IV 

Changes in Acreage and Total Production of Crops. 



1931. 

1932. 

1933. 

Acreage- 
( Index) 

Produc- 

tion. 

(Index) 

Acreage, 

(Index) 

Produc- 

tion. 

(Index) 

Acreage. 

(Index) 

Produc- 

tion. 

(Index) 

Cereals and pulse 

100 

100 

98 

104 

99 

116 

“ Cash. roots 

100 

100 

127 

141 

171 

181 

Fodder roots 

100 

100 

88 

91 

81 

73 

Hay 

100 

100 

88 

84 

70 

47 


It is clear that cereals, pulse and ‘‘ cash ” roots have all yielded 
exceptionally well in 1932 and 1933. With cereals and pulse, 
for example, total production in 1933 is 16 per cent, above that 
of 1931 in spite of a reduction of 1 per cent, in acreage. The 1933 
acreage of “cash” roots is 71 per cent, above that of 1931, but 
production is 81 per cent, higher. With “ fodder ” roots and 
hay, however, this position is reversed, and the efEect on pro- 
duction of a declining acreage has been accentuated by a drop in 
yield, which has been particularly severe in the case of hay. It is 
true that the pasture acreage has increased 8 per cent, (the pro- 
portion of permanent grass cut for hay has declined), but the area 
under other possible fodder crops (see Table III) has decreased 
somewhat. 

It is difficult to calculate a combined index of the productivity 
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of all crops, because no single common denominator is entirely 
satisfactory. In terms of starch, equivalent the production of 
those crops in 1932 and 1933 for which yields are available was 
104 and 106 respectively, compared with 100 in 1931. If the 
combination is weighted by money value instead of starch equi- 
valent the indices for 1932 and 1933 are 107 and 113 respectively. 
It is possible approximately to assess the eSeot of climatic con- 
ditions on these indices by applying the 1931 acreage yields to the 
crop distribution of the two ensuing years. When this is done, 
production in 1932 and 1933, on the basis of 1931 acreage yields, 
would have been 99 and 101 respectively taking starch equivalent 
as the common denominator, or 101 and 107 if weighted by money 
values. Approximate as this calculation is, it nevertheless sug- 
gests strongly that climatic conditions have had more influence 
on total crop production than the readjustment of cropping and 
changes in practice carried out by the farming community. This 
deduction must not, however, be accepted too hterally or too 
readily. There has been an appreciable increase in the purchase 
of artificial fertilisers during the three years. In 1931, for 
example, the purchase of fertilisers amounted to approximately 
102,000 tons, while the corresponding figures for 1932 and 1933 
were 104,000 tons and 123,000 tons respectively. An increase of 
20 per cent, in the amount of fertilisers used (this increase appears 
to have been applied mainly to the “ cash ” roots) must have 
exerted considerable effect on crop yields, but it is, of course, 
impossible to measure this factor as distinct from the climatic 
factor. 

Estimates of the volume of crops sold are given in Table V. 
These figures refer to the gross sales off farms, and it must be 
understood that in some cases the sales from one farm are 
purchases to another, while, particularly in the case of wheat in 
1932 and 1933, a considerable proportion of the sales to bona fide 
merchants is drawn back in the form of purchases of the same 
material for live-stock fodder or for seed. But even bearing this 
qualification in mind, the magnitude of the increase shown, 
particularly for cereals and cash roots, is rather astonishing, for 
the total quantitative crop sales (weighted by their relative money 
values per ton) have risen approximately 30 per cent, in 1932 and 
nearly 60 per cent, in 1933 compared with those of 1931. One 
interesting feature of this table is that it shows that sales of cereals 
have increased at a more rapid rate than total production — ^the 
index for the former in 1933 being 158 compared with a production 
index of 116. In absolute terms this means that whereas in 1931 
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Table V 

Crops sold in the Six Counties. 




1931. 

Thousand 

tons. 

1932. 

Index based 
on 1931 == 100. 

1933. 

j Index based 
j on 1931 == 100. 

Wlieat 


185 

169 

247 

Barley 


228 

95 

98 

Oats . 


27 

122 

111 

Mixed com 


— 

— 

— 

Rye . 


1 

100 

100 

Beans 


11 

73 

99 

Peas . 


13 

108 

115 

Total Cereals and Pulse . 

465 

126 

158 

Sugar beet . 


790 

150 

193 

Potatoes 

‘ 

286 

121 

127 

Total ** Casb ” roots 

1,076 

142 

176 

Mangolds 


7 

170 

57 

Turnips and swedes 

* 

9 

100 

200 

Total “ Fodder ” 

roots . 

16 

130 

140 

Seeds hay . 


157 

94 

31 

Meadow hay 

• 

49 

47 

43 

Total Hay 

• 

206 

83 

34 



Thousand 

acres. 

Index. 

Index. 

In addition : 





Cabbage » etc, . 

. 

2 

250 

50 

Vetches and tares 


4 

75 

100 

Lucerne . 


4 

100 i 

150 

Other crops 

• 

45 

107 j 

90 



55 

109 

100 


423,000 tons of cereals and pulse were kept for feeding to live- 
stock and for seed in tkese six counties, in 1933 only 294,000 tons 
were th.us witklield. Th.e comparative figures for the other groups 
of crops are given below : 


Table VI 


Quantities of Crops consumed on Farm of Origin. 



1931. 

Thousand 

Tons- 

1932. 

Thousand 

Tons. 

1933. 

Thousand 

Tons. 

Cereals and pulse 



423 

343 

294 

** Cash ** roots 

, 


31 

39 

108 

Fodder roots 



2,334 

2,119 

1,688 

Hay ^ 

• 

• 

589 

539 

474 


^ Adjusted, for surplus carry forward. 

No. 177. VOL. XLV. I 
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From these figures it is clear that the live-stock fodder supply 
has not been augmented by withholding cash crops (except to a 
small extent in the case of potatoes), and that in actual fact in 
the two years following 1931 the supply of home-grown cereals 
and pulse for feeding and seed has declined by one-third (130,000 
tons), of fodder roots by one-quarter (570,000 tons), and of hay 
by one-fifth (116,000 tons). The combined index, based on the 
common denominator of starch equivalent, is 87 and 74 in 1932 
and 1933 compared with 100 in 1931. 

This decrease in the available supply of fodder crops has 
undoubtedly been made up partly by an increased use of the by- 
products from cash crops. For example, an acre of sugar beet 
tops fed to live-stock can be reckoned to supply the feeding 
equivalent of about half an acre (say, 6 tons) of turnips and 
swedes, and in 1933 there were 95,000 more acres of sugar beet 
grown than in 1931. It is true that a large area of beet tops is 
not fed to live-stock and is ploughed into the soil as a manure, but 
here is a reservoir of fodder which can be, and is, drawn on as 
required. In the same way straw, the by-product of cereal 
production, provides a reservoir which can be tapped to meet a 
shortage of hay, and which, for store cattle at least, is frequently 
used wholly as a substitute for hay. Observation suggests that 
very much more straw was used in this way in 1933 than in 1931. 
Further, the increased production of cereals probably resulted in 
an increase in the amount of tail corn available for live-stock 
feeding, while stubble pickings for poultry, skim and surplus milk 
for veal and young stock, chat potatoes, seeds aftermaths, and so 
on, must all provide many opportunities for supplementing the 
live-stock fodder supply. But although these various by-products 
have without doubt played an important part in eking out the 
reduced supplies of fodder crops proper, the deficiency must have 
been made up largely by increased purchases of feeding stuffs. 

It has already been emphasised that sales of crops on one farm 
may represent purchases of feeding stufis or seed on another. The 
crop sales calculated above represent gross sales, and the following 
figures, referring to purchases of feeding stuffs, represent, in the 
same way, gross purchases. Unfortunately it appears impossible 
to distinguish clearly between material imported into the district 
(either from foreign sources or from other parts of Great Britain) 
and food-stuff s originating on the farms of the district itself. But 
as we are here dealing primarily with annual variations, and not 
with absolute quantities, this gap is not of great importance. 
Table VII, in which a wide variety of different types of 
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feeding stuffs are for convenience grouped in five broad categories, 
shows approximately the movements which have taken place : 

Table VII 


Purchases of Feeding Stuffs in the Six Counties. 



1931, 

Tbousand 

Tons- 

1932. 

Tbousand 

Tons. 

1933. 

Thousand 

Tons. 

. . 

Grain offals and beet pnlp 

315 

309 

353 

Cereals and pulse 

251 

284 

371 

Proprietary mixtures . 

71 

104 

i 147 

Foreign cakes 

70 

57 

51 

Otlier feeding stuffs 

85 

80 

106 

Total 

792 

834 

1,028 


These figures indicate that in 1932 and 1933 the quantities of 
feeding stuffs purchased were increased above the 1931 level by 
42,000 tons and 236,000 tons respectively. And when to these 
totals purchases of seed for cereals and pulse are added, the 
inputs in 1933 are raised to 262,000 tons above those of 1931, a 
matter of 33 per cent. 

Using the figures given in Table VT and VTI (and which, it is 
important to remember, exclude crop by-products and pasture) 
a very approximate estimate may be made of the total feeding 
value available for live-stock in each of the three years. Thus, 
expressed on the common denominator of starch equivalent, the 
items listed in these two tables, plus purchases of seed for pulse 
and cereal crops, can be amalgamated as follows : 

Table VIII 


Total Feeding Value of Items listed in Tables VI and VII. 



1931. 

’000 tons 
Starch 
Equivalent. 

1932. 

’000 tons 
Starch 
Equivalent- 

1933. 

’000 tons 
Starch 
Equivalent. 

Crops consumed on farm of origin 

618 

535 

456 

Purchased foods 

482 

513 

631 

Purchased cereal and pulse seed. 

21 

20 

38 

Total 

1,121 

1,068 

1,125 


The total figure is seen to be fairly constant in each of the three 
years, so that, assuming the live-stock output had remained stable 
throughout the period, adequate fodder supplies should have been 
available. But in point of fact the live-stock output appears to 

i2 
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liave l>eeii increasing th-rongliont 1932 andL 1933 at tlie rate of 
about 7 per cent, per annnm, and. tbe totals sliown in Table VIII 
migbts tberefore, lia^re been expected to increase at tbe rate of 
abont 70,000 tons a year. Xbat tbey ba\re not done so must be 
dne to one or otber of tbe following four causes : (1) increased 

attention to rationing on tbe part of tbe farmers, a factor wbiob 
bas undoubtedly played an important part in bixsb anding tbe sbort 
bay crops of 1932 and 1933 ; (2) an alteration in tbe age and type 

distribution of tbe live-stocb kept and produced (see Table II), 
e.gr. it requires less food to produce a ton of live-weigbt in young 
animals tban in older stock ; (3) better management and more 

efficient utilisation of pastures (of wbicb tbe area bas increased), 
or (4) increased use of by-products. The last of these four possible 
explanations seems likely to be tbe most important, although no 
doubt tbe otber three are each partly responsible. 

It is thus clear that the increased sales of crops shown in 
Table "V do not measure a real increase in tbe total net physical 
output. Trice differentials have merely favoured a movement 
towards the replacement of home-grown crops by purchased feed- 
ing stuffs, and have thus released a crop surplus for cash sale. The 
maintenance of such a position depends largely on tbe future 
relative prices of purchased feeding stuffs. It is true that, 
weighted either by starch equivalent or money value, there bas 
been some increase (between 6 per cent, and 13 per cent.) in the 
total physical output of crops, and this appears to be due to a 
combination of favourable cbmatic conditions and increased 
applications of fertibsers. It also appears that an increased 
economic importance has been given to by-products. The 
principal alteration which has occurred, however, is a considerable 
redistribution of the various crops grown, and it is with this aspect 
that this article has been mainly concerned. 

School of jLgric'uM'ure, 

Gambridge . 


R. IVEcGr. CAjasnAW 
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REVIEWS 


The Chreat Depression. By Lio:;fEL RoBBiirs. (Bondon : 

MaomiUan, 1934. Pp. -viii -f- 238. 8s. Qd.) 

This is a study of the Great Depression from the standpoint 
of the analytical neo-individualism which has been developing 
in recent years at the London School of Economics. Professor 
Robbins assails tendencies which are uppermost in the modem 
world in economic policy and economic thought, and pleads for 
a return to old-fashioned principles and traditional policies — for 
a return to the gold standard on strict pre-war lines and ** not on 
the inflationist lines which caused its breakdown in the years 
after the war,” for a “ radical limitation of State activity,” for 
leaving to the business-man “ the assumption of risk and the 
planning of initiative,” for capitalism, for Free Trade. But 
(the question of Free Trade apart) he pleads for these things in 
an entirely new-fashioned manner. He does not argue that a 
sound currency must be based on a metal possessing an intrinsic 
value. He says nothing about the inefficiency of brureaucrats or 
the damaging efEects of high taxation. He makes no point of 
the stimulus to efficiency supplied by competition, or of the 
stimulus to exertion and enterprise supplied by the motive of 
profit. With some of these time-honoured arguments he would 
doubtless feel considerable S 3 iTnpathy; with others, probably, 
little or none at all. But in any case these are not the considera- 
tions which interest or move him. TTis attitude is governed by 
an elaborate and essentially abstract theory of the conditions of 
economic equilibrium. His quarrel with the experiments in State 
“ in terventionism ” which he assails is that they do violence to 
the conditions which this theory suggests as essential for the main- 
tenance of equilibrium. The object of his book is to vindicate 
this theory by an appeal to the broad facts of the depression, 
rather than to expound it systematically. In Professor Robbins’ 
words, “ the various analytical theorems ” which underlie his 
arguments are not “ set out in full rigour.” I shall not, therefore, 
concern myself here with his theoretical analysis, but shall confine 
myself to his interpretation of the facts, and to the conclusions 
wldch he draws from them. 

W^hy, first, did the depression occur ? Mainly, Professor 
Robbins answers, as an inevitable reaction from an inflationary 
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boom in the preceding years* The Central Banks, at any rate 
in Great Britain and the United States, were, he contends, too 
much under the influence of monetary reformers who wished to 
“ manage ” currency in the interests of stability and who fastened 
on a steady commodity price-level as the criterion of stability. 
The gold which flowed to the United States was not, as is some- 
times alleged, sterilised,” but was allowed to form the basis of 
a large expansion of credit. In Great Britain, on the other hand, 
there was no contraction of credit, such as there ought to have 
been, in Professor Bobbins’ view, according to the true rules of 
the gold standard game, since the pound was over-valued, and 
the exchanges were constantly tending towards gold-export point. 
The decisive phase was reached in 1927, when the authorities of 
the Federal Reserve system, largely with the object of relieving 
the pressure on Great Britain, embarked on a vigorous policy of 
open-market purchases, in order to force down money-rates and 
thus promote an outflow of gold. This gave a renewed impetus 
to the inflationary tendencies which were at work, and rendered 
them xmcontrollable until they encountered “ the inevitable 
smash.” 

Why, next, has the depression proved so imprecedentedly 
severe ? Partly, Professor Bobbins answers, because of certain 
weaknesses “ in the political and economic structure ” of the 
post-war period, and partly because of the mistaken policies which 
have been pursued since the slump began. Under the former 
head, he mentions political unrest (particularly in Germany), 
the capital shortage in Central Europe, the large technical im- 
provements in agriculture, the exceptional gullibility of the post- 
war investing public, and, above all, the diminished flexibility of 
the economic system as the result of the cartellisation of industry, 
the growth of the strength of trade unionism and the multiplica- 
tion of State controls.” Under the latter head he mentions the 
growth of obstacles to international trade, the attempt in the 
United States to maintain consumers’ purchasing-power by dis- 
couraging wage reductions, and the more general attempts to 
avert liquidation by propping up unsound business positions. 
Since 1931 the depression has been further intensified by the 
breakdown of the international gold-standard system. The fall 
of the pound gave a needed relief to Great Britain from the 
diflS.culties of over-valuation (though it would probably have been 
better for us, in Professor Robbins’ judgment, if we had obtained 
that relief by the alternative route of wage reductions) ; but it 
seriously aggravated the difficulties of other countries and 
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accentuated the fall of world prices, finally, there came the 
experimental policies of President Roosevelt. Whether these will 
suj6S.ce to “ prevent some degree of recovejry,” Professor Robbins is 
tmable to say, since the various measures “ work in such different 
directions.” But, though some of them, notably the policy of 
lavish public expenditure, may be helpful to recovery in the im- 
mediate future at the expense of causing “ subsequent deflationary 
collapse,” Professor Robbins regards all of them as misguided, 
and he proceeds to deliver an onslaught on the policy of “ restric- 
tionism ” with particxdar reference to the limitation of agricultural 
output, and on the idea of “ planning ” which amounts in practice 
in his view to much the same thing. 

Professor Robbins then turns to consider the conditions 
requisite for recovery. He places first ‘‘ a return to business 
confidence,” and holding that it is “ quite clear . . . that, 
political complications apart, the main danger to confidence at 
the present time is the fear of monetary disturbance,” he demands 
immediate stabilisation of the exchanges, to be followed later by 
a restoration of the gold standard on pre-war lines. Next he 
urges a removal of “ the grosser obstacles” to international trade 
and a lowering of tariff barriers. Finally, he insists that the 
adaptability of the economic system must be restored by “ the 
elimination of all kinds of inflexibility.” By this he means that 
wage-rates and the selling-prices of commodities must both be 
allowed to fall when supply exceeds demand, as they would under 
old-fashioned competitive conditions, and must not be maintained 
by the power of trade unions in the one case or of cartels or 
monopolies in the other. To secure the desired flexibility in the 
latter case, all that is necessary is to withdraw from monopolies 
the support of Government policy ; for ” cartel prices have 
never shown themselves unduly inflexible when the cartels could 
not depend upon a tariff or other forms of State support.” The 
same principle, he seems to suggest, is applicable to the problem 
of trade urdonism and wages. 

“ In order th.at tlie market sh-ould ]>e reasonably free it is not at all 
necessary that trade unions should be prohibited. It is necessary only that 
they, equally with other would-be monopolists, should receive no support 
from the Government, either direct or indirect.” 

Elsewhere Professor Robbins argues that the obstinate per- 
sistence of heavy unemployment in Great Britain in the years 
preceding the depression was due to the fact that the trade unions 
had been relieved by the system of unemployment insurance of 
their previous responsibility for maintaining the unemployed. 
“It is one of the consequences of unemployment insurance in 
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tlie form in wliich. it existed during that period that it increased 
the irigidity of wages.” Whether he would seek to give effect to 
the principle of withdrawing Government support from trade 
unions by abolishing or altering drastically the system of un- 
employment benefit, or whether he is content with the changes 
that have been made in it since 1931, he does not say. 

The above is necessarily only a bald summary of Professor 
Pobbins’ main contentions. He argues his case with great 
lucidity and argumentative power, with intellectual courage, and, 
so far as an undeviating adherence to an essentially doctrinaire 
thesis will allow, with considerable open-mindedness and candour. 
But how far do the facts really justify the inferences which he 
draws from them 'i I must confine my critical comments to a 
few major issues. 

Up to a certain point. Professor Bobbins’ diagnosis will be 
generally accepted. It is common ground to most economists 
to-day that, taking the world as a whole, the monetary conditions 
of the years preceding 1929 were prevailingly inflationary, that 
the industrial conditions were prevailingly those of boom, and that 
these conditions contributed largely to cause the ensuing slump. 
American experience, indeed, during this period has demonstrated 
fairly conclusively that a steady price-level, when productivity 
per head is increasing rapidly, is consistent with the development 
of a dangerously inflationary situation. This was not sufficiently 
appreciated in the years before the slump by monetary reformers 
and perhaps not by Central Bankers. It is important that the 
lessons of this experience should be learnt ; and it is reasonable 
to conclude that a steady commodity price-level is certainly an 
inadequate, and possibly a false, criterion for avoiding trade 
fluctuations. 

But Professor Bobbins’ contention that we must restore the 
international gold standard on pre-war lines, eschewing for the 
future aU attempts at “ management,” is quite another matter. 
In urging this, he has two objectives in view : (1) to preserve 

what he calls “ interlocal equilibrium,” (2) to avoid inflationary 
conditions. If, he argues, a country which is “ out of equilibrium,” 
and is tending to lose gold, declines to curtail credit and “ offsets ” 
its loss of gold by open-market operations, the interlocal dis- 
equilibrium will persist. In so far as this is corrected by an 
expansion of credit in the countries receiving gold, a net world 
inflation will ensue. Therefore, Professor Bobbins insists, a 
country tending to lose gold must on no account indulge in 
“ offsetting ” operations ; it must take its medicine of credit 
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contraction with a view to regaining health on the basis of a 
lower level of money costs. On this side there is no doubt at all 
as to Professor Robbins’ meaning. He is not only clear, but 
emphatic. But w’^hat of the countries which are receiving gold, 
possibly in large quantities 1 Are they equally to refrain from 
offsetting operations, and to allow a local inflation to develop ? 
On this side. Professor Robbins is neither so emphatic nor so 
clear. In his general account of what ought to happen under a 
proper international system he speaks of the Central Banks 
regulating the volume of credit in their respective areas by 
reference to the fluctuations in their holdings of these metals, 
expanding as they increase, contracting as they contract, and 
rigorously avoiding ‘ offsetting ’ credit creation. ...” A slight 
note of hesitation is apparent. “ Expanding as they increase, 
contracting as they contract ” ; symmetry of treatment is main- 
tained so far, but the obligation to avoid offsetting operations 
is limited to credit creation. 

Upon this point Professor Robbins, with his strong anti- 
inflationary bias, is in a dilemma. He seeks to escape from it by 
indicating that he has no objection to prudent management of 
the gold standard on international lines, and that it would be 
proper and desirable for the Central Banks to concert means of 
checking an inflationary tendency by varying their reserve 
requirements. But it is far from clear that he w^ould think it is 
the least improper for a single Central Bank to check an infla- 
tionary movement in its own country by curtailing credit, even 
though its gold reserves were increasing. 

If,*’ he tells -us, as soon as there appeared, signs of a general boom on 

security markets, the Central Banks were to take action to bring it to an end, 

it seems probable that extremes of business fluctuations might be avoided.” 

I hardly think he would maintain that such action must 
never be taken by a Central Bank except in concert with others. 
But does it not then come down to this, that Professor Robbins 
is in favour of “ management ” and “ offsetting operations,” 
provided they are directed to checking an undue credit expansion, 
and are never used in the opposite direction 1 If, however, we 
were to have management in the one direction only, would we 
not be likely to get a net deflationary trend whenever serious 
** interlocal disequilibrium ” exists ? 

Surely the sensible conclusion is that an acute condition of 
“ interlocal disequilibrium ” is bound to give rise to formidable 
monetary difficulties. This brings me to a serious lack of per- 
spective in Professor Robbins’ diagnosis. In the post-war 
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period the interlocal disequilibrium was very acute indeed, and 
it comprised many more factors than Professor Robbins is willing 
to admit. It is curious to observe that he refuses so much as to 
mention the words Reparations and War Debts ; and it is evident 
that he is convinced that these factors are of almost negligible 
importance in the post-war story. It is one of his dogmas that 
“ given time, prices and costs in the different countries concerned 
can be adapted to carry through almost any degree of transfer 
over almost any degree of tariff obstacle.” Accordingly, while he 
is prepared to concede importance to any element of malad- 
justment that can be expressed in terms of a price or a cost, such 
as the relatively high interest rates in Central Europe and the 
over-valuation of the pound, he declines to take account of a 
gross quantitative disturbance, such as the radical change which 
has occurred in the balance of international indebtedness. Yet, 
in the opinion of all those who have been most closely in touch 
with international economic affairs, this change has proved to 
be of governing importance. Incidentally, the experiments in 
monetary management arose directly out of it; for large-scale 
open-market operations were first adopted by the Federal Reserve 
authorities in the early ’twenties to prevent an undue credit 
expansion resulting from the enormous inflow of gold that was 
then taking place, before the idea had occurred to the viUain of 
Professor Robbins’ story, the monetary reformer. 

I pass to what is perhaps a more central issue. Professor 
Robbins’ insistence on the need to restore flexibility to the 
economic system by ensuring that prices and wages are reduced 
more readily whenever supply exceeds demand. How far does 
this view gain confirmation from the events of the depression ? 
There are fairly strong grounds for arguing that in the years 
before the slump the special difficulties of Great Rritain were 
prolonged and aggravated by the comparative rigidity of our 
wage-rates, and that our enforced departure from gold was largely 
attributable to this cause. For correcting “ interlocal dis- 
equilibria ” Professor Robbins is on strong ground in demanding 
flexibility of wage-rates — ^if flexibility of exchange-rates is not 
to be allowed. But he is not content with this ground, and, on 
the general issue, all the main facts, as it seems to me, are arrayed 
against him. Nd country has suffered more intensely from the 
depression than the United States; and in no other country, 
and at no other time, have such wholesale and drastic cuts been 
made in wages, salaries and every element of money costs as were 
made in the United States between 1930 and 1933. The obvious 
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moral of the American experience is that a general lowering of 
wage-rates serves to accentuate and perpetuate the vicious circles 
of depression. Indeed the subsequent adoption by President 
Roosevelt of policies designed to increase consumers’ purchasing- 
power is largely attributable to the widespread belief in the United 
States that the idea of countering a depression by lowering wages 
and money incomes has been shown by esperience to be a fallacy. 
What has Professor Robbins to set against these facts ? 
Merely that the process of reducing money costs did not begin 
soon enough. 

At tile outset of the depression,” he complains, “ other measures were 
adopted. In the United States the word went forth that consumers’" pur- 
chasing-power must at all costs be maintained. President Hoover pledged 
the leaders of big industry to make no reduction of wage-rates. Until the 
summer of 1930 no serious reduction of wage-rates took place. At the same 
time, special efforts were made to maintain rates of dividends for share- 
holders.” 

Thus, in blaming “ inflexibility ” for the “ economic instability 
of the modern world,” Professor Robbins is pursuing, as it seems to 
me, a false scent. The instability is a world-wide phenomenon. 
It is doubtful whether inflexibility in the post-war decade was 
materially greater than before in any country except Great 
Britain, For, against the growth in the power of trade unions 
and cartels, we have to set the decline in the authority of custom 
which served in the past as an effective restraint on flexibility. 
The causes of the modem instability lie, in my judgment, else- 
where : — ^in the disturbance of the balance of international 
indebtedness, already referred to, and in the disappearance of 
the rapid growth of population which used to ensure expanding 
markets for each particular commodity. If the latter point is 
valid, we are likely to require in future not less, but more “ State 
interventionism. ’ ’ 

This, however, is a matter of opinion. Professor Robbins’ 
book is of such a calibre that it can be read both with profit and 
with appreciation by those who are unable to accept its main 
contentions. H- U. Hek'dbrson 

Economic Iteconstruction. Report of tJie Golv/mhia University Com- 
mission. (Columbia University Press. Pp. xvi -f- 250. 15s.) 

International Economic Relations. Report of the Commission of 
Inquiry appointed by the Social Science Research Council. 
(University of Minnesota Press : London : Humphrey Milford. 
Pp. X 397. $3.) 

When a number of eminent persons of strong opinions sit 
down round a table to produce for general consumption an 
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agreed statement on highly complex and controversial matters, 
the result, whether the subject-matter be theological, political 
or economic, is apt to be vaguely impressive indeed, but a little 
lacking in punch, precision and coherence. The first of these 
Reports cannot be altogether exempted from this criticism : one 
feels, as no doubt they felt themselves, that each member of the 
galaxy of distinguished scholars whom Professor Maciver gathered 
round himself in an attempt to answer President Butler’s searching 
questions could have shone in isolation with a steadier and more 
penetrating light than is achieved in their gallant attempt at 
composite illumination. But we must not be ungrateful; and 
while the serious economic student will perhaps derive more 
sustenance from the memoranda by individual members which are 
appended to the main report than from that document itself, the 
latter does contain a number of agreed conclusions which were well 
worthy of setting on record. 

It is on the monetary side that the Commission, thanks, no 
doubt, to a series of admirably thorough and balanced memo- 
randa presented by the secretary, Br. Gayer, came nearest to 
achieving unanimity and precision. They advocate the main- 
tenance of “ equilibrium in the cost-price structure,” — ^interpreted 
by the majority to mean approximate stability in the general 
price-level supplemented by deliberate arrangements to secure 
diffusion of the fruits of technical progress in the form of rising 
salaries and wages, thus preventing price-stab ihty from engender- 
ing windfall profits : an important minority, however, expresses a 
preference for achieving the same end by means of a gradually 
falling level of prices. The Commission are in favour of supple- 
menting banking technique by using Governmental expenditure 
on public works as a stabilising factor, and by the piling up of 
** consumers’ reserves ” (dividend equalisation funds and unem- 
ployment insurance funds) in time of boom and their release in 
time of depression. The danger that this latter measure will 
aggravate fluctuation by enhancing the ease of the capital-market 
in boom and its tightness in depression is exhaustively examined in 
a special memorandum by Prof. Hansen ; but Prof. iLugell remains 
of opinion that to be successful such a scheme would require a 
radical recasting of the banking system. The Commission favour 
the ultimate re-establishment of a “ reformed ” international 
gold standard, and the taking of immediate tentative steps with 
this end in view ; it is probably to be inferred that they would 
regard the action taken in J anuary 1 934, soon after the presentation 
of their report, as substantially implementing their point of view. 
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Some of these recommendations, especially that for maintain- 
ing an upward pressure on wages by means of the machinery of 
the National Recovery Act, may be regarded as going outside 
the purely monetary field ; but generally speaking when they 
leave this well-trodden pasture the Commission are less successful 
in creating an impression of knowing what they want and how to 
get it. The terms in which their examination-paper was for- 
warded to them by President Butler more than hinted that the pace 
of technical progress was to be regarded as lying at the heart of 
their problem ; and the Commission — ^Prof. Schumpeter uttering 
a genially sceptical note — ^record themselves as duly impressed 
by the evidence offered to them by engineers of the existence, 
even in pro^erous times, of excess capacity for production. 
But their condition of impressedness does not lead to any very 
definite conclusion ; and it is left for Prof. J. M. Clark, in an 
original and provocative memorandum, to analyse the reasons 
for which “ the system may fail to assimilate aU its productive 
power,” laying stress on the necessary discontinuity in the pro- 
duction of capital goods and on the wastage of saving in un- 
necessary duplication of existing types of equipment, and hinting 
at the disturbing possibility in the background that “ the wage 
system in its conventional form cannot solve the dilemma between 
wage costs low enough to be consistent with full emplo37ment, and 
sufficient progress towards more equal distribution to furnish the 
f'iyP® market which a system of mass production requires.” 

The Co mm ission “ regard economic planning as a great experi- 
ment in statecraft which the times demand,” and while they issue 
a warning of the danger of universal limitation of output involved 
in the administration of the N.R.A. and A. A. A., they appear 
to give a general blessing to those measures, and make their 
recommendation of tariff reductions conditional on the “ main- 
tenance of standards ” thereunder established. But the principles 
of interference with individiMil prices and branches of production 
are not accorded anything like the same full treatment as those of 
the management of the general price-level ; and in their general 
exposition of the meaning of a “ planned economy ” the Com- 
mission have little to say on such matters, and, with the aid of a 
somewhat doubtful analogy from the function of scientific 
management ” in individual enterprises, interpret it rather as 
“ an attempt to establish an equilibrium among all the service 
factors which accommodate industry,” such as the training of 
labour and the prosecution of economic research, as well as the 
control of monetary factors already discussed. And their 
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specific recommendations in the industrial field seem to boil down 
to one or two suggestions for the improvement of Company Liaw. 
Not thus, surely, is “ economic planning ” understood by our 
Elliots and Macmillans, let alone our Crippses I 

The Commission of Inquiry into National Policy in Inter- 
national Economic Relations, appointed under the chairmanship of 
President Hutchins of Chicago University by the Social Science 
Research Council, shared one advantage with the Columbia 
Commission, — ^the services of Prof. Hansen, who acted for a timA 
as its secretary and director of research, and whose instructive 
study of America’s foreign trade position makes up a considerable 
part of the volume which it offers to the public. But it also 
enjoyed advantages which were not available to the Columbia 
professors, — ^the financial aid of the Rockefeller Foundation, the 
narrower limitation of its terms of reference, and the date, later 
by nearly a year, of the issue of its report. It has thus been 
assisted towards setting out, in the foreficont of its report, a 
number of recommendations of remarkable clarity and boldness. 

Its main thesis, based on a lucid exposition of the general 
principles of international exchange and of the peculiar position 
of the United States, is that that country must take steps to 
increase, swiftly and largely, the volume of its imports, unless it 
is prepared to accept a drastic reorganisation of its economic life, 
and in particular a drastic curtailment of its agricultural produc- 
tion. It is argued with overwhelming force that the existing 
situation of a large international surplus on cuirent account “ all 
dressed up with no place to go,” as Mr. George Putnam pictur- 
esquely puts it , — a situation which has been aggravated by the low 
level at which the dollar has been stabilised, and which has 
resulted in the import of more than a milliard dollars of gold in 
1934 cannot continue without gravely disturbing consequences. 
It is further argued that, whatever may have been the merits or 
demerits of dollar devaluation in the first instance, the fait 
accompli offers a golden opportunity to the United States of 
sealing down its trade barriers without submitting to the pains of 
actual deflation. 

Hence the Commission recommends a substantial lowering of 
the tariff, — ^not by the method of a uniform percentage reduction, 
but by concentrating first on complete removal in those cases 
in which no serious addition to unemployment would result, — 
for instance, articles supplied almost wholly from abroad. But if 
this is found insufficient they recommend the lowering of duties on 
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other articles, provision being made that the permitted volume of 
imports under the new rate “ should not be greater than a stated 
volume, say, 5, 10 or 20 per cent, 'more than the average yearly 
imports of the preceding ten years, or of the preceding year, or 
of the year of largest imports — ^whatever is deemed wisest. Any 
goods offered for import in excess of this volume would be required 
to pay the old duty.” Further, “ we recommend that the 
Government consider the payment, under proper safeguards, of a 
dismissal wage to labour thrown out of employment as a direct 
consequence of sudden changes in the tariff.” Pending the 
adoption of this course, they recommend that the greatest 
possible use should be made of the powers at present possessed by 
the President to effect tariff reductions of up to 50 per cent, 
through the negotiation of reciprocal trade agreements ; but they 
are fully alive to the drawbacks of bilateral agreements, and their 
minds turn, as have those of the advocates of freer trade in other 
lands, to the idea of a group of nations “ pledged to lower tariffs 
as rapidly as possible, to abide by a set of necessary agreed-upon 
rules of trade, and to make available to all members of the group 
any concessions made by any member to any other.” 

The Commission make a number of other important proposals 
in the sphere of international dealings, including repeal of the 
Johnson Act forbidding loans to countries in default, and measures 
designed to prevent the use of sanitary embargoes, etc. for 
discriminatory purposes. They advocate the transfer to the 
Tariff Commission of the tariff -making powers of the N.11.A., 
and whOe acquiescing in a limited subsidisation of agriculture, 
condemn, in the interests of the export trade, the price-raising 
policy of the Government, especially as manifested in the system 
of cotton-loans. Their conclusion that “ the maintenance of a 
large deficit, as an emergency measure, is nowise dangerous to 
our financial structure ” is tempered by a warning against 
permitting a rapid increase in costs of production and by a 
recommendation that “ the administration prepare itself for 
quick transition . . . to a surplus position and to a programme of 
debt retirement.” 

The report is followed by a number of selected memoranda, 
among which it is perhaps permissible to single out for special 
mention Mr. Cla3rton’s informing study of the position of American 
cotton in the world market, and a gloomy and impressive paper by 
Prof. Angus of British Columbia University on responsibility for 
peace and war in the Pacific. The whole volume constitutes a 
most powerful and timely plea for the view that, in the words of 
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one of the contributors, “ monetary policy will not solve a trade 
problem.” 

It would be ungracious for an !Englisb reviewer to conclude 
without recording that both these important Commissions declare 
in favour of a speedy settlement of the war-debt question by a 
procedure amounting to something not far removed from 
cancellation. D. H. Robertson 

TTie Supply and Control of 3£oney in the United States. By 
liAUOHLiN Currie. (Harvard University Press : Humphrey 
Milford. Pp. xvi +199. 10s. 6d.) 

The argument of this able and stimulating book may be 
summarised as follows. Whatever be the proper objective of 
monetary policy, control of the supply of money is an essential 
instrument for its attainment, and is indeed the main raison d^^tre 
of a Central Bank. In the United States this control is very 
imperfect. This is partly due to certain technical features in 
the structure and operation of the Pederal Reserve System, the 
most important of which is perhaps the fact that the unwillingness 
of the member banks to remain in debt to the Reserve Banks — 
itself a factor favourable to efficient control — varies as between 
didEBerent times and as between different classes of banks. But it 
is also due to the fact that control of the supply of money has 
never been the avowed object of the reserve authorities. Por 
historical reasons the supply of the most important type of money 
— demand deposits — ^has become inextricably bound up with the 
business of lending and investing, and the authorities have taken 
the character and quality of bank loans and investments to be 
their chief object of concern. Such control as they have achieved 
over the volume of money has thus been achieved largely by 
accident ; and on many occasions, even with the imperfections of 
the existing machinery, they might have achieved better results 
if they had made this their main objective, instead of allowing 
themselves to be deflected by extraneous considerations. 

Mr. Currie’s case is developed with the aid of much ingenious 
argumentation and painstaking statistical research. TTis chapter 
on the fatal ambiguity of the word “ credit ” is especially worthy 
of study by all who aspire to mould opinion on monetary matters. 
And in the central chapter of the work, entitled “ The Monetary 
Theory versus the Commercial Uoan Theory of Banking,” he 
effectively destroys the theoretical foundations of that doctrine of 
“ productive credit ” which flnds its most coherent expression in 
the famous Federal Reserve Report for 1923. The question which 
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he poses remains, so far as I know, unanswered by those who 
shake their heads over the gro^’ing entanglement of the American 
banks with the long-term capital market in the years preceding 
1929. What is to happen if, as seems to have been the case in 
America in those years, the desire of the public to make savings in 
the form of bank deposits is increasing, while for reasons connected 
with the structure of business the demands made by industry 
and commerce on the banks for working capital is suffering a 
secular decline ? Whatever our exact formulation of the concept 
of “ monetary equilibrium,” how can we hope for it to be main- 
tained in such circumstances unless those institutions which have 
the virtual monopoly of the creation of money are prepared to 
issue it through the route of participation, in one way or another, 
in the formation of fixed capital 1 Observing that in the de- 
pression “ the English banks offset the decline in their loans to 
customers by increasing their investments so that deposits were 
actually higher in January 1933 than in 1930,” 3Jr. Currie is 
inclined to conclude that this problem is nearer solution in Eng- 
land than in the United States ; but this perhaps is to over- 
estimate the speed and certainty of the process by which the 
purchase of existing Government securities works through to an 
increase of industrial investment, and to under-estimate the 
strength of the tradition, far stronger in England than in the 
United States, that it is not the banker’s job to tie up bia depositors’ 
funds in the construction of fixed capital. Undoubtedly the chief 
reason why the arguments of bankers and their critics so often 
fail to meet is that the former are concerned with justifying their 
stewardship of individual savings, while the latter are really 
impugning the efficiency of the whole machinery of banking as a 
money-factory. And undoubtedly IVIr. Currie has put his finger 
on a long-run problem which, if it cannot be solved by light- 
hearted advice to Anglo-Saxon bankers to mould themselves 
upon the Credit Anstalt and the Uanat, is none the less a real 
problem because the individual banker, glowing with the con- 
sciousness of individual virtue, does not feel called upon to recognise 
its existence. 

Mr. Currie’s own ideal solution, which it is fair to add that he 
does not in the least expect to see realised in practice, is for the 
Government to take over the whole business of issuing demand 
deposits as well as notes, controlling the volume of money thus 
defined by means of the CTirrent operations of public expenditure 
and taxation as well as the purchase and sale of securities, and 
leaving the banks to conduct the old fashioned loan business by 
No. 177. ^VOL. XLV. K 
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the use of their time-deposits. The presentation of the scheme is 
somewhat sketchy, and is coloured by the inflation-bacillus whose 
presence one cannot help detecting in Mr, Currie’s blood, and 
which leads him to assume that the Government action called for 
will almost always be in an expansory direction. Further, it is 
not clear that the solution of the problem of stagnation, where 
that arises, is necessarily more than verbal ; for since any account 
with the Government is to be called a demand deposit and there- 
fore “ money,” money created by the purchase of securities 
“ might remain rmspent but it could not be extinguished ” (if it 
were put on time deposit with a bank it would presumably become 
a demand deposit of that bank with the Government) : yet we 
might be no farther on towards maintaining the flow of expenditure 
and income. Nevertheless, if only as an illustration of the prin- 
ciple that the operations of public finance may have a vital part 
to play in the technique of monetary control, the scheme is well 
worth letting the mind play upon. 

In default of its realisation, Mx. Currie makes a number of 
suggestions for the improvement of the American banking system, 
which run mostly on familiar lines, and upon which I have no 
space here to comment. 

It is in his treatment of the problem of cyclical fluctuation 
that Mr. Currie most leads one to fear that if he were allowed to 
superintend the working of his own policies the inflation-bacillus 
might be found in practice to assume control. It is true that in 
set terms he recognises the need for contractionist as well as 
expansionist policies and the fact that it is not only the quantity 
of money but the rate and character of its spending that counts ; 
but his criticisms of the actual course of Federal Reserve policy 
lead one to doubt how large a part the recognition really plays in 
his own processes of thought. True it is that in the American 
experience of 1922—9 — ^the “ sloom followed by a bump ” — ^long- 
term deflationary and short-term inflationary forces seem to have 
been interwined in a most puzzling skein which it still remains 
for history completely to disentangle. But I feel that it needs 
more than Mr. Currie’s figures of money-supply, from which, it 
must be remembered, time deposits are excluded altogether (and 
even the new money which finds its way on to time deposit must 
have been expended at least once') to persuade one of the significance 
of his conclusion that from the view -point of the supply of 
money the period from 1925 on was one of increasing monetary 
stringency, reaching an acute stage in 1929.” And if the doctrine 
that ‘‘ it will be at times essential that energetic action be taken 
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before the forces making for an np-tum or down-turn in business 
are in full swing ” is to be interpreted to mean that the machinery 
of reflation should be set in motion even before the boom breaks, 
one is tempted to fear that the execution of his clear-cut and some- 
what mechanistic programme might lead in practice to even worse 
results than that halting application of untenable theories which 
he charges against the Federal Reserve authorities. But these 
things are, and are likely to remain, subjects of acute controversy ; 
and in any case for h i s attempt to clear our heads on a fundamental 
matter of great importance, as well for his statistical labours 
and acute suggestions on points of detail, IVIr. Currie deserves our 
thanks. 

B. H. Robertson 

Australia in, the World Crisis, 1929—1933. The Alfred Marshall 
Lectures delivered in the University of Cambridge, October 
and ISTovember 1933. By BorroiiAS Copland. (Cambridge 
University Press, 1934. Pp. xii 212. 9^.) 

Tms is a good book. INo economist can fail to be interested 
in Australia, where, for the past four years, the plans of the 
Economic Men have been put into prauctice. One of the leaders 
of the Economic Men, in their battle against the Sound Financiers 
and the Unsound Utopians, has been Professor Copland. He 
was chairman of the committee which evolved the famous 
“ Premiers’ Plan ” — or, as he prefers to call it, the “ Economists’ 
Plan.” In this book, therefore, he is telling his own story. And 
an interesting story it is ; interesting not only to the reader who 
has paid little attention to the Australian economic experiment 
and who wants a clear, concise, readable accoxmt of what has 
occurred, but interesting also to the reader who has tried to keep 
abreast of Australian developments and who will find there both 
an admirable summary of the masses of information and opinion 
through which he has ploughed and a trenchant defence of 
Australian economic policy against all critics. 

There is no need to recount here the story of Australian 
revival which this book contains. The general outline of the 
Economists’ Plan — reduction in basic wages, reduction in internal 
interest charges, depreciation of exchange, and expansion of central 
and commercial bank credit — is generally familiar. As for the 
details, they may be found in the book itself. 

Canadian economists, no doubt in common with those of other 
Dominions and young countries, have had the Australian success 
upon their minds, if not their consciences, for some years; and 

e: 2 



132 


THE ECONOMIC JOHHNAL 


[mahch 


they are by now inclined to regard Australian economists with 
an eye somewhat jaundiced by jealousy. It is gratifying to 
find, therefore, that Professor Copland takes the fourth of his 
eight chapters, entitled “ The Flexibility of Institutions,” to 
explain some of the circumstances, particularly favourable to 
success, which existed in his own country. Three pieces of 
machinery receive specific attention. Professor Copland does 
not fail to point out that in the halcyon days before 1929 the rest 
of the world was prone to regard the Australian Arbitration 
Courts as instruments whereby wages were forced up to an 
uneconomic level, and that the political parentage of the Common- 
wealth Bank was such that it was regarded with scarcely less 
suspicion. Nevertheless, without a well-established and well- 
trusted Arbitration Court, the general reduction of money wages 
and costs would have been politically and economically impossible. 
To the Commonwealth Bank Professor Copland gives the credit 
of providing a ready means — ^finance by rediscountable treasury 
bills — ^whereby the governments could secure accommodation for 
relief and other expenditures without tightening the money 
market. It is not stirprising that the Bank should receive little 
credit for courageous leadership or for bold strokes of finance ; 
but it is surprising that practically no mention should be made 
of the Bank of New South Wales, from which such leadership 
was actually forthcoming. Surely this bank, which broke away 
once to lower the exchange rate and once to reduce the deposit 
rate, and which thus forced a progressive policy on the rest, 
including the Commonwealth Bank, has every right to special 
mention as one of the institutions which supplied the flexibility 
required by the plan ? The third institution to be discussed is 
the Loan Council. It is difificult for one who has never studied 
the economics of a federally constituted country, where the 
borrowing powers of the federated units are unhampered, to 
realise how indispensable to economic sanity is the centralised 
control of public borrowing. Among the sweetest uses of the 
relatively early arrival of economic adversity in Australia was 
the surrender to the Council by the states of their autonomy in 
borrowing. 

Although a moderate inflationist. Professor Copland does not 
set much store by public works as a remedy for Australian 
depression. He says : “ In a depression there is much to be said 
for relaxing financial standards to provide work for unemployed 
pending recovery. But Australia had a special problem in her 
public works expenditure. She had been spending £40 m. to 
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£50 m. per annum before the depression, and she could not look 
forward to a resumption of loan expenditure on this scale. . . . 
At the end of an era of great constructional expenditure, additional 
employment must be found in export industries or in industries 
competing with imports ” (p. 64). The onlj' exception which 
can be taken to this argument is regarding the suggestion that the 
Australian situation in 1929 was in any sense unique. On the 
contrary, it was the rule for raw material producing, capital 
importing countries. In such countries a boom is ordinarily 
based upon high money incomes of the primary producers. Not 
only are living standards high, but the whole capital equipment of 
the country is rapidly expanded, by public as well as private 
enterprise, in fulfilment of the chief purpose of the country’s 
economy, which is the production, movement and marketing 
of the primary products. When world demand for these products 
fall, and their prices decline, the existing equipment appears so 
redundant and its value falls so rapidly that capital expansion 
for private profit is out of the question. At the same time, 
public authorities find their obligations increased and tax revenues 
falling ofi, so that the interest rates which they have to pay rise 
rapidly and prohibit substantial borrowing through ordinary 
channels for public works. Even if, in the face of these difficulties, 
public works are undertaken they will not “ prime the pump ” 
as they may be expected to do in countries where the primary cause 
of depression is a contraction in the capital goods industries 
themselves. In the latter case the new purchasing power is ex- 
pected indirectly to stimulate the capital goods industries them- 
selves, and by going to the root of the trouble eventually permit 
the withdrawal of the artificial ” stimulus. In the former case, 
however, nothing is done to remove the originating cause of the 
depression — ^the diminished purchasing power of the primary 
producers. Indeed, in so far as the expenditure of public moneys 
indirectly supports the prices of consumable goods, these un- 
fortunate producers will actually be worse off than before. We 
may therefore conclude that, in a country such as Australia, a 
public works policy may be definitely harmful in that it may 
increase the hardships of those already sufiering most. On the 
other hand, it may be beneficial if it is judiciously used in con- 
junction with other measures, such as exchange depreciation, 
which revive the flow of national income at its dwindling source. 

A. F. W. Plumptre 


University of Toronto. 
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P. S. King. 1932. Pp. xv 346. 16s.) 

The Mechanism of the Credit Standard. By Hans G-EtiOKSTADT. 

(London : P. S. King. 1933. Pp. xiii + 111. Is. Qd.) 

The Foundation of Industrial Stability. By E. M. Balteoee. 

(London : P. S. King. 1933. Pp. vii + 138. Is. 6d.) 

The Economy of Abundance. By Stitaet Chase. (Hew York : 

Macmillan. 1934. Pp. vii + 327. 8s. 6<i.) 

The Money Muddle. By .T ame s P. Waebxteg. (London : 

George B-outledge. 1934. Pp. x + 273. Is. Qd.) 

Douglas Delusions. By P. J. Bockbe. (Sydney : Angus and 

Bobertson. 1933. Pp. vii + 243. 4s. 6dJ.) 

In the first of these books Mr. Gliickstadt builds up his theory 
of money. He is a quantity theorist of the “ Cambridge ” rather 
than the “ Pisher ” type; but he claims that the stabilisation 
of the price level as ordinarily conceived should not be the object 
of monetary policy. Pluctuations in this level are the result of 
both monetary factors and factors inherent in the nature of the 
supply of goods, and it is only the effects of the former that should 
be offset by monetary policy. In The Mechanism of the Credit 
Standard he explains that this may be effected by the deposit of 
all the world’s gold reserves in an international bank and by the 
annual expansion of the total money supply to meet a mathe- 
matically calculable annual increase in demand for money. This 
expansion should be distributed among the various nations in 
accordance with their needs. 

Mir. Baltroff’s book is devoted to an elaboration of the thesis 
that national industrial stability is comprised of two components 
— lateral stability between industrial groups and forward stability 
in the supply to the community of sufficient income to purchase 
the gradual increase of national production. Stability of both 
types may be achieved by the introduction of a gradually rising 
minimum wage. Stable exchange rates are necessary to inter- 
national stability. International co-operation is needed to secure 
rising wages and stable exchanges. 

How delightfully different from all this is The Economy of 
Abundance ! Hot that, from the pure economic standpoint, it 
is a good book. Hardly a page but has its economic howler. 
But Mr. Chase is thoroughly alive to the difficulties and com- 
plexities of the American world in which he lives. He is not even 
certain that there is a Way Out. Power — coal and hydro-electric 
— marches forward hand in hand with scientific invention ; 
while puny mortals — bankers, industrialists, politicians — strive 
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to maintain or recreate that beneficent scarcity which the inter- 
lopers would annihilate. Meanwhile the metropolitan area. 
Megalopolis, develops into a city-state within the state. These 
are not new ideas : but they do concern deep problems of social 
development. The. Economy of Ahundance contains an abundance 
of ideas ; and these must be its justification, for there is an 
economy of analysis. Nor can the book seriously pretend to 
offer any solutions of the problems raised. Mr. Chase suggests 
some rules for the guidance of a regulatory General Staff. But 
the fundamental questions. Who ? and How ? he (wisely) does not 
attempt to answer. 

One-third of The JMoney JMuddle is interesting and important ; 
the other two-thirds are not. In the first part IMr. Warburg 
writes some bad and obsolete monetary theory which is as dull 
in content as it is bright in execution. In the second part he tells 
a vivid story of his associations with President Roosevelt and of 
his experiences as financial adviser of the American Delegation 
to the World Economic Conference of 1933. He explains that he 
felt forced to resign from that position because the President’s 
anti-stabilisation and pro-commodity-dollar pronouncements 
during the Conference were radically different from the original 
instructions which the Delegation received. On his return to the 
United States M!r. Warburg was confronted by a variety of 
conflicting plans, policies and professors. Towards all these he 
takes a common-sense, cautious, and by no means illiberal 
attitude. But in the third part of the book he relapses into 
theoretical justifications which seriously detract from the force 
of the advice — conservative advice — which he has to offer to the 
great American public. 

Mr. Docker undertakes to call other sinners to repentance. 
It is difficult to know what is required to convert a Douglasite 
from his Douglasism. When compared with the refutation of 
the Douglas theory (or theories) by Mr. Gaitskell in What Every- 
body Wants to Know About Money ^ Mr. Docker’s work appears 
neither so elegant nor so dispassionate ; but since neither of these 
qualities can possibly appeal to a devotee of Douglas, it may be 
that Douglas Delusions is the better suited to its purpose. In 
any case it is much the more comprehensive. There are pen- 
pricks for all the Major’s works and for those of his chief sup- 
porters. Although convinced that he is dealing with “ Arts 
Scribblative and Babblative,” Mr. Docker takes his task seriously 
and accomplishes it effectively. A. E. W. Plttmptre 

University of Toronto, 
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The ^Menace of Recovery. By "W. MAODoirAXiE. (Macmillan. 
1934. Pp. 401. 105.) 

Will Roosevelt Succeed? By A. Fehis-ee Bkookway. (Ront- 
ledge. 1934. Pp. 248. 65 .) 

Mastering the Crisis. By Ikvihg Pishee. (George Allen and 
Unwin- 1934. Pp. 168. 5s.) 

A. Handbooh of N.R.A. (2nd edition). Ed. by L. Mayees. 
(Federal Codes, Inc. 1934. Pp. xxiv + 844. $6.50 ; with 

supplements to December 1934, $10.00.) 

Ie economic recovery in the United States were a matter of 
words written and spoken, America would be well on its way to 
prosperity. That such is not the case there is decisive evidence 
in persistently accumulating bank reserves and the almost total 
absence of new or even refunding issues apart from those of the 
Federal Government. Private investment, both on short and 
long term, is virtually at a standstill. Nor has spending for 
consumption increased beyond the standard to which the 
depression has accustomed the various classes in the country. A 
national real income of under two-thirds the 1929 total has been 
made to “go round ” : the process has successfully discouraged 
all expansion. After a more or less careful glance at their cards 
the individual players under the New Deal have in turn decided 
to pass. 

This simple outcome of the programme of the Roosevelt 
Administration none of the four books under review contemplates. 
Concerned with different aspects of that programme and very 
unlike in scope and treatment of their subject, these books never- 
theless all see in what has been taking place implications for the 
future of American economic development which the logic of 
events has already set at nought. This means, not that the books 
are valueless, but that their value is to the student of the history 
and psychology of the period rather than to those who seek an 
unmoved appraisal of the various phases of the experiment. 

In The Menace of Recovery ^ after an admirably succinct 
account of the diverse measures of governmental intervention, 
Mr. Macdonald in his last pages looks fearfully at an obvious 
trend towards the reorganisation of American society on collec- 
tivist lines — more Fascist, perhaps, than Socialist but with 
features of both. He is right in concluding that there is no 
dictionary that defines recovery in terms of the fruits of the 
Administration’s policy so far, but the “ obvious trend ” which is 
the basis of his fears is already vanishing, if ever indeed it had 
any reality. 
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]VIr. Fenner Brockway, having made literally a flying tour of 
the United States and sketched vividly the panorama spread out 
before him, answers his question, TF^7? Roosevelt Svicceed ? in the 
negative, hut for reasons opposite to those of ]Mr. Macdonald. To 
him “ President Roosevelt has approached his tremendous task 
without a social philosophy or the key to economic understanding. ” 
Fail Mr. Roosevelt must, because he is attempting “ the task of 
sustaining an economic system which has outlived its day.” Is 
Mr. Broekway’s wish father to his thought 1 He sees and points 
out clearly (p. 227 £f.) the continued strength of capitalist control 
of American industry and the absence of any aim on the part of 
workers in general to overthrow the system. Yet, curiously, the 
logical inference escapes him that private enterprise in the United 
States is likely to alter little fundamentally in the near future for 
better or worse. 

^Mastering the Crisis, true to its title, strikes a more confident 
note. Famous as a preacher against slavery to a constant gold 
dollar, Irving Fisher hails as the New Emancipation Proclama- 
tion ” President Roosevelt’s declaration (May 7, 1933) : “ The 

administration has the definite objective of raising commodity 
prices to such an extent that those who have borrowed money 
wall, on the average, be able to repay that money in the same kind 
of dollar which they borrowed.” The various ofl&cial measures 
adopted to this end, as well as the general evils of a system in 
which contracts are fixed in dollars and dollars fluctuate in goods, 
are set out by Professor Fisher in simple l^guage in the Little 
Arthur tradition. Although Professor Fisher truly assesses the 
gold purchase policy of the American Treasury in the autumn of 
1933 as no more than a dramatic gesture in view of America’s 
abolition of the gold standard, he still seems to believe that the 
devaluation of January 1934 must lead to a rise of internal prices, 
omitting to notice that the nineteenth- century chain of causation 
is broken to-day at many points. Again, although he is ready to 
recognise the familiar general proposition that decreases in the 
velocity of circulation of money may offset increases in its 
quantity, he seems blind to the ample evidence before bia eyes 
that every actual or threatened attempt on the part of the 
government to depreciate the dollar by the expansion of its 
floating debt (whether in the form of Central Bank credit or notes 
or even greenbacks) has met defeat through reduction in the 
turnover of individual deposits and holdings of currency. 
Instinctively by this means business men and the general public 
have so far secured absolutely effective protection of the enhanced 
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real value of what has become their chief asset. Professor Pisher 
would meet this defence (which he does not recognise as such) by 
" a nation-wide application of Stamp Scrip — ^special notes 
carrying a weekly 2 per cent, tax ! Why not, one wonders, a 
2 per cent, weekly tax on deposits ? Reason would suggest, 
rather, that at present the most potent single means of stimulating 
ordinary outlay would be a convincing assurance by the govern- 
ment that it would not institute further deliberate bear raids on 
the dollar. 

Another constructive step would be a declaration of policy 
with regard to the National Industrial Recovery Act which expires 
in June 1936. The able editor, Rr. Lewis Mayers, of A. Handbook 
of N.R.A. (with semi-monthly supplement) says in his preface : 
“ There has indeed sprung into existence in this half-year not 
merely a wholly new body of industrial law, but a vast new 
machinery of industrial government, both legislative and judicial. 

- . . Before our eyes, a vast state within our state is swiftly 
taking form.” As a compendium of information on these matters 
this volume could hardly be excelled. Not only are the texts of 
the Pederal and State Laws, the Codes and Regulations under 
them given, but also short histories and summaries of the different 
measures and a full comparative analysis of their respective 
provisions from the point of view of their constitutionality, the 
scope of their application, the principles they embody, and the 
machinery of their enforcement. The Handbook bears witness 
that the statement of its editor contains no exaggeration. Rut 
the effectiveness in operation and permanence of this superimposed 
Constitution for industry is another question. Let us not forget 
Prohibition ! Rr. Mayers himself notes (p. 40) that the famous 
single mandatory section (7a) of N.I.R.A., that every code shall 
contain the condition that “ employees shall have the right to 
organise and bargain collectively through representatives of their 
own choosing . . .” may be, and in interpretation has so far 
proved, quite meaningless. It is, moreover, by now generally 
admitted that although the work -spreading features of the scheme 
have led to some increase in numbers employed, the total real 
earnings of labour engaged in private enterprise have probably 
decreased — owing partly to the tendency for minimum to become 
maximum wages, partly to curtailment of hours, and partly to 
the use of those sections of the Codes relating to unfair competi- 
tion for the purpose of forcing up retail prices. Labour is not 
pleased. The small entrepreneur feels handicapped, and the 
large entrepreneur is impatient or successfully recalcitrant. The 
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consumer offers passive resistance to shouldering the btirden of 
increased unit costs. It would seem that N.I.R.A., if renewed, 
and the Codes under it, must undergo revision, as drastic as the 
Securities Act has already undergone. 

The Roosevelt programme has to its enduring credit that it 
has fed and clothed and housed millions of American workers and 
their families during an unparalleled depression. It has probably 
also put a final end to child labour, and provided against the 
recurrence of certain financial and speculative abuses at least in 
their previous form. The drought, followed by some timely 
rains, has helped to accomplish the purpose and subordinate 
the untoward features of agricultural policy. The devaluation of 
the doUar is likely in the long run to prove advantageous. For 
these reasons, together with the important fact that the Govern- 
ment’s borrowing policy has enabled the banks and the relatively 
wealthy in the absence of other attractive openings to acquire 
income -bearing investments secured upon the future taxable 
capacity of the country, the Roosevelt Administration retains 
public favour. Tet it annoimoe the continued maintenance of the 
unemployed by outright relief and by public works, the latter on 
a gradually diminishing scale. Ret it renounce all Tnala, faatidia. 
To its credit then might also be added ordinary industrial recovery. 
Signs of economic revival in the United States were not lacking 
in 1932. The present slow improvement in world conditions 
should foster it, granted a rei^ite — which the composition of the 
new Congress makes all too uncertain — ^from ill-advised economic 
experiment. M. Tappan Hoije^ond 


The Canadian Economy and its Trohlems. Papers and Proceedings 
of Study Groups of members of the Canadian Institute of 
-International Affairs. Edited by H. A. Innts and 
A. F. W. Pdtjmptee. (Canadian Institute of International 
Affairs, Toronto. Royal Institute of International Affairs, 
London. 1934. Pp. 356. 10s. 6d,) 

The Canadian Institute of International Affairs is to be 
warmly congratulated on the publication of this interesting 
and vigorous volume. We have had similar publications from 
the London Institute. It is of great importance that those 
concerned with the problems of British monetary policy should 
have in mind the special difficulties which beset the various parts 
of the Empire. Much has been heard recently of the sterling 
area ; and it may well be taken as an obvious desideratum that 
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the whole Empire should form a part of it. If by this it is meant 
that its special opportunities for mutual monetary collaboration 
should be exploited to the full, in order to secure the greatest 
- possible advantages that can accrue from such collaboration to 
the whole Imperial area, not only can no objection be taken to the 
project, but it is clearly one to be ardently supported and furthered. 
But if it is meant that the Empire should form part of a single 
monetary system with fixed exchange rates between its parts, then 
perusal of this volume may well give rise to reflections having a 
contrary tendency. For instance, it might well turn out upon 
investigation that in the event of a concerted drive for expanding 
output, greatest stress in this country should be placed on 
additional loan expenditure, while in Canada greatest stress 
should be placed — am suggesting this as a possible moral for 
the reader and not as the conclusion of the authors of the present 
work — on raising the price level of her exports by devaluation. 

The Canctdian Economy arid its Problems is divided into two 
parts. The first consists of studies contributed by experts on 
various features in the Canadian economic background, the second 
of papers presented to a study group of the Canadian Institute, 
together with reports of discussions to which they gave rise, 
relating to the specific problem of central banking. 

The former section is prefaced by an invigorating essay by 
Mr. H. A. Innis on the implications for political and social philo- 
sophy of modem economic trends. It is packed with interesting 
ideas ; the developments which suggested them are still too near 
for the author to have been able to reduce them to systematic 
form. There follow chapters on the wheat problem, the mining 
industry, newsprint, public finance, the railways, the depression 
in Saskatchewan, monetary policy, the trade cycle and other 
topical subjects of fundamental importance. These are mainly 
descriptive, but various proposals are suggested in passing. 
For instance, Mr. E. C. MaoGregor who writes on Public Finance, 
would like to see the National Eebt converted on to an “ equity ” 
basis, so that the yield of Government stock would automatically 
vary with changes in the national income and the price level 
(p. 60). This would accommodate “ overhead ” burdens to the 
state of trade. Mr. Buchanan, on the other hand, considers a 
proposal, similar in principle, for linking railway rates to prices, 
and pronounces against it (p. 84). In fact, the case for flexible 
railway rates seems the stronger of the two, for in the short 
period railway rates are a cost in a more direct sense than 
taxation. 
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JVlr. Plumptre, who contributes a chapter on money in the 
first section, takes a stronger line than most of the members of 
the money group, whose report constitutes the second. He does 
not think that Public Works policy would contribute much in the 
special circumstances of Canada; he regards the price level of 
exports as of crucial importance and is prepared to go far in 
maintaining it by exchange regulation. 

The chapter on the Constitution is of great interest. The 
clause of the British Xorth America Act reserving the subject 
of “property and civil rights’* to the provinces has been so 
interpreted by a series of judicial decisions in recent years as to 
be a grave obstruction to central economic policy. An amend- 
ment seems clearly called for. 

The second section deals vdth topics similar to those discussed 
in The International Gold Problem of the London Institute, but 
with special reference to Canada. As may be expected, a 
divergence of views appears. Public works are on the whole 
favourably regarded ; but a balanced budget is considered to be 
of primary importance. Against a background of feeling that 
there is an urgent need for vigorous action, the contributors 
become somewhat timid and conservative in working out the de- 
tails of monetary policy. They do not grasp the nettle. They 
implicitly leave the more fundamental work of reconstruction to 
some other — unspecified — department of economic planning. 
But that is always the way ! 

The editing is excellent. The parts are well-balanced, the 
subject-matter is uniformly of a high level of interest, and the 
whole is most readable. The contributors are well-informed 
and their method of approach lucid, virile and straightforward. 
It will richly repay the attention of students of monetary policy 
or of inter-imperial economic relations. B. P. Harrod 

Foreign, Investments in China. By C. F. Bemer. (New York : 

Macmillan. 1933. 8^". Pp. 708. 265.) 

“ Foreign Investments in China ” are of considerable interest 
alike from the points of view of business, politics and economic 
theory ; and Mr. C. F. Bemer has rendered a public service by 
rmdertaking painstaking and careful researches whose results he 
has published under this title. He has here compiled, classified 
and analysed the different categories of investments, explaining 
their origin, amount, distribution and any special features in 
each case. He reckons their total value in 1931 at about (U.S.) 
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$3,300 million, wMoh. is twice as much as in 1914 and four times 
as much as at the beginning of the century. Great Britain holds 
the highest proportion, being still somewhat ahead of Japan, whose 
trade, however, has outstripped hers and whose resident popula- 
tion exceeds that of all other foreign countries put together. 
Politically the subject is equally important, since any tension 
between the external powers, or between one of them and China, 
is boimd to find its expression, and likely to find its origin, in 
some one or other of the foreign investments. 

From the economist’s point of view the problem of China’s 
balance of foreign payments, the standing enigma of her economic 
situation, is of especial interest. 

China has for the last three years had an adverse balance of 
payments. This is easy to account for. What is much more 
puzzling is the large positive balance which she enjoyed before, 
as measured by the net import of precious metal. The balance 
of visible trade has always been adverse in modem times, but in 
spite of this the invisible exports and capital import brought a 
total of some (Chinese) $1,000 million^ of net silver imports into 
the cotmtry in the fiirst thirty years of this centmy , and in the three 
years 1928—30 the average annual net import amoimted to 
(Chinese) $140 mil l ion. Since then, and especially in 1934, 
there has been a large net export, but it is the earlier period with 
which Mr. Berner is dealing. He has carried the study into the 
baffling problem further than any previous writer, though the 
able reports of the Bank of China have since thrown more light 
on several of the most important factors, especially the “ over- 
seas remittances ” from Chinese residents abroad. Mr. Berner’s 
estimate for the year 1930, the latest analysed in his book, is as 
follows : 


OtJT-PA YMENTS . 

(Millions.) 

(а) Government Debt . • $111-4 

(б) Business Investments . 198*0 

(c) Merchandise Imports (re- 

corded) . . - 1,964*6 

(d) Miscellaneous Chinese 

Payments abroad • 42*0 


$2,316*0 


iN-PAYMmSTTS. 

(Millions.) 

{a) Overseas Bemittanees * $316-3 

(b) New Investment . . 202-0 

(c) Merchandise Exports (re- 

corded) . . . 1,342-3 

(d) Miscellaneous Foreign 

Expenditure in China. 218*0 


$2,078-6 


It will be noted that these items, so estimated, show an excess 
of out-payments over in-payments of $237*4. In spite of this, 
however, there was a recorded net import of the precious metals 
of $75-6 (silver imports $100-5 million, gold exports $24-9 million). 

1 Dollars are Chinese except where stated to be XI.S. 
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There was, therefore, a difference to explain of no less than 
$313 million. Mr. Remer reduced this to $290*5 million by 
allo’W’ing $22*5 million for unrecorded gold exports- In view of 
the gold exports from Hongkong that year (when the gold em- 
bargo was first enforced), I think this estimate is fully justified, 
and that if anything it is under the mark. He next proceeds to 
allow 10 per cent, for imder- valuation of exports, thus reducing 
the difference to $156*3, which he declared himself unable to 
explain. I feel, however, that it is difiSctilt to make this allowance, 
for though there was certainly some under- valuation of exports 
there was also some rmder-valuation of imports, and I know no 
reason to think this was of a smaller order of magnitude ; and in 
addition merchandise imports were smuggled in on a considerable 
scale, whereas smuggling of merchandise exports was comparatively 
small. Mr. Remer has therefore failed to trace the origin of 
favourable items amounting to some $300 million ; and he has 
thus failed to find the solution of the mysterious problem of China^s 
positive balance of payments up to 1932. 

I have always thought that IVIr. Remer greatly under-estimated 
the amount of the overseas remittances up to that date; and 
subsequent information tends to confirm this view. But much 
too little is still known of this extremely important factor in China’s 
accounts. It is a question that would well repay further study, 
for in the present situation the possibilities of some recovery in 
these remittances is of the first importance to the whole of China’s 
balance, and may make the decisive difference as to her future 
currency policy. 

The treatment of this question illustrates both the merits and 
the limitations of Mbr. Remer’s book. His penetration is not 
equal to the patience of his research. Nevertheless, his book is 
a useful one and all those who are interested in China are likely 
to find it for long to come the most useful storehouse of well- 
arranged information in the field it covers. 

Arthur Salter 

The Social Survey of Merseyside. Edited by T>. Caradog Jokes 
with the assistance of J. E. McCrindbld, H. J. H. Parker 
and C. T. Saukders. Secretary : N. B. Hume. Vol. 1, 
pp. -yyiT 328, 155. ; Vol. II, pp. xvi 4- 413, 21s. ; Vol. Ill, 
pp, xviii -f- 560, 25s. ; set of three volumes, 45s. (University 
Press of Liverpool; London: Hodder and Stoughton. 1934.) 

The completion of 1357 pages of closely packed evidence of 
social conditions in a highly specialised shipping area impels the 
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Director of the Survey to meet the inquiry “ What is the good of 
it all ? ” in his preface. His own reply is, To get some idea of 
the nature and extent of the problems to be solved,” this being 
the indispensable first step to effective reform. Much more 
appears to be both attempted and achieved. The three volumes 
combined give an accurate statement of the nature and extent in 
Merseyside of the problems of population, immigration, over- 
crowding, poverty and housing (Vol. I) ; unemployment, its local 
causes and effects, the mobility of labour, and the industrial 
prospects for the area (Vol. II) ; and the available public means 
of meeting distress and preparing individuals of all ages for social 
life (Vol. III). They contain exact information of the existing 
measures through which the almost overwhelming difl&culties of 
the area are being engaged. They estimate in figures the success 
or failure of the treatment, and they contain more than a hint of 
the means for dealing with unsolved evil. 

Prom such a survey an occasional iUustration only is possible. 
One problem from which the British public has persistently turned 
its face is that of mental deficiency. In a stumbling attempt to 
be kind it educates the mentally defective children of mentally 
defective parents at a cost twice that of ordinary education, then 
releases them to take their place as free citizens. According to 
the Survey, out of 716 cases traced of young persons thus released, 
nearly 20 per cent, were in institutions or placed under supervision, 
a further 20 per cent, were recommended for supervision, 10 per 
cent, had died, and of the remainder, many were partly maintaining 
themselves in the home so that they were not “ too great a burden 
on the families.” Being free, many marry, and their fertility 
appears to exceed that of other classes. In ” defective ” families 
the average number of children born per family is shown to be 
7-16 as compared with 3-92 for ordinary working-class families. 
Tjrpical pedigrees are quoted as evidence of the transmission to 
children and grandchildren of the tendency to mental deficiency. 
Statistical tables are given in support of the general contention of 
Dr. Tredgold, that “ strictly speaking there is no such thing as 
the inheritance of mental defect or insanity; what is inherited 
and what is transmissible is a pathological germ material, in other 
words, the neuropathic diathesis. In some families I have been 
able to trace the origin of this diathesis and its progressive increase, 
generation by generation, until it has culminated in mental defect. ” 
The Director of the Survey states that the Departmental 
Committee on Sterilisation invited him to give evidence. TTfa 
inquiries entitle him to speak, and enable others to perceive not 
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only “ the extent and nature of the problem,” but also the urgency 
of discovering the adequate remedy, and the number of generations 
of dijBficulty vhich Tvill yet have to be endured as a result of past 
refusals to face the issue. 

The investigators seem to possess an unerring instinct for 
placing a finger on the- unexpected, and most significant, factors 
of social distress. “ Broken families ” are said to represent as 
much as one-sixth of the households in the area, and give rise to 
the chief problem of maintenance. Broken families ” are 
defined as those without a male adult breadwinner, the cause of 
their state being the death of the husband (62*3 per cent, of the 
eases), his retirement (9*4), disability (o-7), absence (0-9), desertion 
(3*2), separation (2*4), or divorce (0-1), or the non-marriage of 
the head of the family (16-0). A statistical picture is given of 
the extent to which widov/s’ pensions, separation allowance, 
workmen’s compensation, old-age pensions, public assistance, 
unemployment benefit, payments by lodgers, sub-letting, health 
insurance, war pensions, and pemonal savings assist in sustaining 
these maimed groups. 

Another chief discovery relates to the unemployed. A calcula- 
tion has been made showing that of the total surplus of labour in 
Merseyside, 48,000 may be attributed to the world depression, 
and 26,010 to local factors peculiar to Merseyside — ^this latter 
part being the measure of the unemployment which would persist 
even though there were a general return throughout the country 
to conditions prevailing in 1929. This situation is grave enough. 
But the further discovery is made that there is to be an inflow 
into industry of new'^ entrants from school, in excess of the number 
retiring through old age, of 76,000 during the five years following 
the date of the Survey. In other words, an area which is ranked 
among the most depressed in the country is menaced with a more 
than doubled surplus of labour in five years due to the flood of 
new workers leaving school. The authors of the report must 
have exercised great restraint in making no reference at this 
point to the school-leaving age. 

Of the three volumes, the last will hold most interest for all 
whose approach to social science is through biology, education 
or administration, i.e,. whose concern is with the treatment of the 
individual rather than the economic causes which underlie bia 
condition. It is here that consideration is given to the influences 
for good or evil which affect infants, school-children, adolescents, 
families in various situations, pensioners and the aged, and sub- 
normal types such as the deaf and dumb, the blind, the mentally 
No. 177. ^VOD. XLV. L 
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Director of the Surrey to meet the inquiry “ What is the good of 
it all ? ” in his preface. His own reply is, “ To get some idea of 
the nature and extent of the problems to be solved,” this being 
the indispensable first step to effective reform. Much more 
appears to be both attempted and achieved. The three volumes 
combined give an accurate statement of the nature and extent in 
Merseyside of the problems of population, immigration, over- 
crowd^g, poverty and housing (Vol. I) ; unemployment, its local 
causes and effects, the mobihty of labour, and the industrial 
prospects for the area (Vol. II) ; and the available public means 
of meeting distress and preparing individuals of all ages for social 
life (Vol. III). They contain exact information of the existing 
measures through which the almost overwhelming diflS.culties of 
the area are being engaged. They estimate in figures the success 
or failure of the treatment, and they contain more than a hint of 
the means for dealing with unsolved evil. 

Trom such a survey an occasional ihustration only is possible. 
One problem from which the British public has persistently turned 
its face is that of mental deficiency. In a stumbling attempt to 
be kind it educates the mentally defective children of mentally 
defective parents at a cost t’wice that of ordinary education, then 
releases them to take their place as free citizens. According to 
the Survey, out of 715 cases traced of young persons thus released, 
nearly 20 per cent, were in institutions or placed under supervision, 
a further 20 per cent, were recommended for supervision, 10 per 
cent, had died, and of the remainder, many were partly Tnain t aining 
themselves in the home so that they were not “ too great a burden 
on the families.” Being free, many marry, and their fertility 
appears to exceed that of other classes. In “ defective ” families 
the average number of children born per family is shown to be 
7-16 as compared with 3*92 for ordinary working-class families. 
Typical pedigrees are quoted as evidence of the transmission to 
children and grandchildren of the tendency to mental deficiency. 
Statistical tables are given in support of the general contention of 
Dr. Tredgold, that “ strictly speaking there is no such thing as 
the inheritance of mental defect or insanity; what is inherited 
and what is transmissible is a pathological germ material, in other 
words, the neuropathic diathesis. In some families I have been 
able to trace the origin of this diathesis and its progressive increase, 
generation by generation, until it has culminated in mental defect.” 

The Director of the Survey states that the Departmental 
Committee on Sterihsation invited him to give evidence. TTia 
inquiries entitle him to speak, and enable others to perceive not 



1936] JONES : THE SOCIAL SURVEY OF MERSEYSIDE 


145 


only “ the extent and nature of the problem,” but also the urgency 
of discovering the adequate remedy, and the number of generations 
of difficulty which will yet have to be endured as a result of past 
refusals to face the issue. 

The investigators seem to possess an unerring instinct for 
placing a finger on the' unexpected, and most significant, factors 
of social distress. “ Broken families ” are said to represent as 
much as one-sixth of the households in the area, and give rise to 
the chief problem of maintenance. “ Broken families ” are 
defined as those without a male adult breadwinner, the cause of 
their state being the death of the husband (62*3 per cent, of the 
cases), his retirement (9-4), disability (o’7), absence (0*9), desertion 
(3-2), separation (2*4), or divorce (0*1), or the non-mairiage of 
the head of the family (16-0). A statistical picture is given of 
the extent to which widows’ pensions, separation allowance, 
workmen’s compensation, old-age pensions, public assistance, 
unemployment benefit, payments by lodgers, sub -letting, health 
insurance, war pensions, and personal savings assist in sustaining 
these maimed groups. 

Another chief discovery relates to the unemployed. A calcula- 
tion has been made showing that of the total surplus of labour in 
Merseyside, 48,000 may be attributed to the world depression, 
and 26,010 to local factors peculiar to Merseyside — ^this latter 
part being the measure of the unemployment which would persist 
even though there were a general return throughout the country 
to conditions prevailing in 1929. This situation is grave enough. 
But the further discovery is made that there is to be an inflow 
into industry of new entrants from school, in excess of the number 
retiring through old age, of 76,000 during the five years following 
the date of the Survey. In other words, an area which is ranked 
among the most depressed in the country is menaced with a more 
than doubled surplus of labour in five years due to the flood of 
new workers leaving school. The authors of the report must 
have exercised great restraint in making no reference at this 
point to the school-leaving age. 

Of the three volumes, the last will hold most interest for all 
whose approach to social science is through biology, education 
or administration, i.e. whose concern is with the treatment of the 
individual rather than the economic causes which underlie bis 
condition. It is here that consideration is given to the influences 
for good or evil which affect infants, school-children, adolescents, 
families in various situations, pensioners and the aged, and sub- 
normal types such as the deaf and dumb, the blind, the mentally 
ISTo. 177. ^VOL. XLV. L 
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deficient, the physically defective and the destitute. The authors 
consider it to be no scientific weakness that the extreme case 
receives more attention than the normal, since through the 
examination of the abnormal light is more readily thrown on 
causes and probable cures. 

To the economist the second volume is of chief interest. It 
contains an all-inclusive survey of the industries of Merseyside 
from the point of view of their present employment capacity and 
their prospects of recovery. The conclusions regard in g the 
future are very tentative, but the authors appear to have left no 
stone unturned in their attempt to discover the possible grounds 
of revival. The key to the industrial situation in Merseyside is 
the total quantity of goods, i.e. imports and exports, which pass 
through the Mersey, for this determines directly or indirectly 
not only the amount of shipping and land transport needed, but 
also the extent of new construction, shipbuilding, repair work, 
w’arehousing and merchanting, together with the possible sub- 
sidiary activities of rope-making, sack and packing-case and wood 
manufacture, and hotel and passenger supply industries. But 
whereas it is the Uttal quantity of both imports and exports which 
has the most direct effect upon local conditions, an important 
indirect influence is the proportion which exports bear to imports. 
Until 1930 exports were almost equal in value to imports, a fact 
which conferred the advantage upon shipping of being able to 
carry full cargoes on both the inward and the outward journeys. 
In 1931 exports fell to 44 per cent, of the whole; and losses were 
incurred through inadequate cargoes on the outward course. 
The inference from this is that whereas a tariff policy must injure 
Merseyside by checking both imports and, indirectly, exports, a 
low exchange policy will assist by stimulating exports and causing 
them again to balance imports. A calculation at the end of this 
volume shows that more than twn-thirds of the employed popula- 
tion of Merseyside are engaged in industries which must be 
injured by a national policy of protection. 

Certain sections of the Survey have been reprinted from 
previous publications, and it appears that in the new form the 
reader is given rather less assistance in making inferences, a fact 
which strengthens his belief in the scientific value and absence 
of bias of the work. The thought persists, however, that those 
who have undertaken this immense labour are the most fitted to 
form conclusions and that society would be still more in debt 
to them if in a subsequent work they would make known what 
is their considered view on remedies. J, R. Bellesby 
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World Econxymic Survey. Third Year, 1933—34. League of 
ISTations, 1934. (Allen and Un'w'in. Paper Qs . ; cloth Is. 6d.) 

A kemahkably high standard of performance in a decidedly 
difficult enterprise has been achieved by the Economic Intelli- 
gence Service of the League of ISTations in their annual World 
Economic Surveys. The present Survey (for 1933—34), prepared 
by IVIr. J. B. CondlifFe, is the third of the series. As a work of 
reference it is indispensable to any economist who desires to form 
a tolerably well-informed picture of the events of the depression 
throughout the world. Nowhere else are the essential facts and 
significant developments described so fully or arranged so con- 
veniently as they are in this volume. But it is much more than 
a work of reference. Thanks to a happy tradition established in 
its early days, the Economic Organisation of the League has 
always known how to wear its officialdom with a difference ; and 
this Survey, while maintaining all due discretion, and refraining 
carefully from any observation that could be regarded as a 
criticism of the policy of particular Governments, is not rendered 
jejune and colourless by the exclusion of all matter that might 
be deemed controversial. The attempt is made to appraise the 
significance of the different tendencies at work, to disentangle 
underlying causes from the more obvious factors near the surface, 
and to suggest tentatively some of the conclusions which appear 
to follow from the experience of recent years. The point of view 
from which the volume is written emerges fairly clearly. It is 
the point of view of one who regrets “ the revolt against the 
related systems of democracy, laissez-faire and internationalism,” 
and who is sceptical about modern experiments in State regulation 
and planning, regarding them as likely to diminish the aggregate 
efficiency of the economic system.” But though a trace of bias 
may be discernible here, it is no more than is required to make the 
Survey a readable and stimulating as well as a laudably objective 
volume. 

The general picture which the Survey presents is that of what 
may be termed a natural tendency towards recovery throughout 
the world, complicated by the various reactions of the divergent 
policies of Governments in different countries. The former 
tendency is attributed to the widely diffused efforts of individuals 
and of groups to adjust their particular activities to the new 
economic conditions,” and the point is made that these efforts 
of individuals ** are very important in the aggregate,” though, 
being less spectacular than the acts of Governments, they do 

1.2 
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not receive so much attention. Stress is laid in particular in this 
connection on the world-wide phenomenon of — 

“ an extensive overhauling of private enterprise, involving 
much liquidation and reconstruction, adaptation of processes 
and improvement of management. Such efforts of private 
enterprise to reorganise more efficiently have been among 
the most powerful forces making for economic recovery in 
recent months.” 

But the operation of this tendency has been “ confused by two 
important sets of forces derived from Governmental policy.” 
The first of these relates to monetary policy. There is a striking 
contrast between the fortune of the countries whose exchanges 
have depreciated in recent years and that of those who still cling 
to their gold parities. Depreciation may have helped the former 
countries to recover, but at the expense of aggravating the 
difficulties of the latter. The second set of forces consists of 
the various movements tow-ards a greater degree of Government 
planning and control both of industry and of trade.” Great 
Britain has relied “ primarily upon a lowering of interest rates, 
accompanied by budgetary economy.” In Germany, the United 
States and Japan, on the other hand, the Governments have 
sought actively to stimulate production by peculiar experimental 
policies of which interesting accounts are given in some detail. 
But though the policies pursued have been widely different in 
different countries, a common trend is discernible everywhere 
towards more ambitious schemes of State regulation. 

This general movement towards Governmental regulation 
has been associated with a multiplication of restrictions upon 
international trade, and the Survey suggests that this association 
is inevitable. For “ the regulation of national industry presup- 
poses a measure of planned control over external trade, and all 
trade restrictions of this character naturally react upon national 
production.” Accordingly, “ the long-run tendency of nationally 
planned and regulated production is clearly towards less inter- 
national differentiation and co-operation and the loss of those 
advantages which spring from territorial division of labour.” It 
follow’s that the planning policies of Governments, like their 
exchange policies, are working to some extent against each other, 
and against world recovery. The Survey expresses the hope 
that economic recovery may lead to some mitigation of the new 
restrictions on international trade ; but its hopes are not very 
large or very confident in view of the “ changed regime, the altered 
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social and political environment in which economic life now 
functions.” 

This phrase occurs in an interesting chapter on “ The Changing 
Economic Order.” Attention is called to the decline that has 
taken place throughout a large part of the world in the growth 
of population, though a cautious view is expressed as to the early 
prospect of a reduction of numbers. Upon this point, the Survey 
appears to attach an exaggerated importance to the influence 
that might be exerted by a fall in infantile mortality rates ; 
and though its immediate inference from this possibility, namely 
that “ any actual decrease of population may be deferred much 
later than some forecasts portend ” is not unreasonable, the 
further conclusion is surely unwarranted that the populations 
of the industrialised countries of Western Europe appear to be 
stabilising.” The Survey recognises that the cessation of the 
growth in numbers has an important bearing on the economic 
problem : — 

A population which is approaching a stabilised maturity 
will develop economic demands very diflEerent j&rom those of 
a rapidly expanding community. In particular, the con- 
sumption of elementary necessities will not greatly increase, 
though there will be a strong tendency towards extending 
their variety and improving their quality. New foods come 
into use, the range and quality of clothing are much improved 
and the standard of housing also is raised ; but for the staple 
foods and the commoner articles of general consumption, 
demand lags behind the increase in wealth. On the other 
hand, there tends to be a rapidly widening demand for more 
costly goods of durable consumption and also for the personal 
services, and for the perishable consumption goods which 
often are connected with the new durable goods, such as 
motor-cars.” 

These changes, it is argued, have already made themselves 
evident in the period preceding the depression ; and it is imphed, 
though at this point the chain of reasoning is not very clearly 
developed, that, together with other factors, they have played a 
part in creating that change of environment which is promoting 
greater Governmental regulation and the insulation of national 
economies. 

H. E. Hbni>brsoit 

All^Souls Collie, 

Oxford. 



150 


THE EC0270MIC JOHR^TAE 


[march 


Codes, Cartels, National Planning : The Road to Economic Stability. 

By Br. Beitxo Bxjrit. (McGraw-Hill Book Company, New 

York and Bondon. 1934. Pp. 413. 24s.) 

Tms book is an investigation of the American Recovery 
Programme in its indnstrial a^ects, and especially with reference 
to the Codes, by one who has been engaged for twenty years in 
the field of Cartels and Trade Associations in Germany, and who 
finds the significance of the New Beal in its tendency to develop 
in the same direction in America. The author is a strong sup- 
porter of the Cartel model as an instrument of economic stabilisa- 
tion, if it is accompanied by an adequate control over trade 
practices, such as the Codes include ; but he thinks that, in order 
to prevent damaging reactions of one Cartelled industry upon 
another, the Codes must be integrated into a single scheme, 
subject to the final oversight of a national Code Council. Failing 
such integration we have the “ planlose Planwirtschaft,” of which 
much has been said by other writem. 

In the course of this argument, Br. Burn gives an interesting 
account, supplemented by specimen documents, of the way in 
which the Cartel model is now working in Germany. It appears 
from this that the Cartel, like the push-bicycle, attained its 
developed form nearly a generation ago, for there is little that is 
new in Br. Bum’s authoritative exposition. The refusal of 
America to allow the Cartel now appears as a mistake, which 
drove industry into less stabilising t 3 rpes, which created more 
trade practices than they eliminated. 

Also incidental to the argument is a review of the system of 
free competition, its presuppositions, its relation to the pioneer 
stage of national evolution, and of course its defects. But in a 
later chapter he holds that such competition has “ long ago (how 
long ?) ceased to be a reality,” and he presents a picture of in- 
dustrial processes as a “ balance of restraints.” I think that the 
continuity of industrial change of system is never adequately 
recognised in these accounts of our old hack-block laissez-faire. 
It is better to speak of the stage of free enterprise, which adopted 
changing forms, than of that competition which has collected so 
many adjectives, Br. Burn’s favourite being “ rugged.” The 
reason why we cannot “ go back ” to the enteiprise of even 1914 
is the not obscure one that that was twenty years ago, and that 
time is irreversible. Br. Burn rightly draws attention to the 
“ vertical spiral ” of industrial change. The question, now as 
always, is what we are to go forward to. How much enterprise. 
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how xauch regixlation^ how much socialisation^, are called, for by 
the whole general changes of technical, social and administratir'e 
knowledge ^this has always been the jiroblem of policy. 

IMnch of I>r. Bum's argument is der-oted to the question of 
adjustment. Xhe system of free enterprise was not, in my view, 
comectly described as one which assumed self-adjustment.'"’ 
It assumed multiple adjustment, qxiite a different thing. Br. 
Burn is well aw’are of the problems that lurk in the idea of ad- 
justing the supplj" to the demand ” by making price an instrument 
instead of an index. Such plans must substitute for multiple 
adjustment a very complete knowledge at the centre of a large 
number of variables, and a constant supervision and willingness 
to experiment both upwards and dowmwards, if there is to be any 
confidence that the planning body knows all that it is about. For 
this purpose I>r. Burn desires that the fully Cartellised system 
which he favours should include, as an essential part, the co- 
operation of the voluntary Trade j^ssociations. 

One cannot read this and similar studies of the [New Beal 
wdthout feeling that America is being credited w^ith a Flarming 
endeavour, when the fact is rather that, having failed to make 
plans in advance of the Bepression, she has been caught wdthout 
them, and has to make them in great haste. This very haste is 
the dramatic feature of her present activity, -while Grreat Britain, 
which had prepared herself by Trade Boards and National In- 
surance years ago, is not credited with a New’ Beal, since in this 
country it is now an old one. 

The plan of Br. Burn is that the Codes shall be linked to Trade 
Associations in every trade, creating Code Associations. In 
order to meet the problem of inter-trade adjustments, these Code 
Associations are to be integrated for general supeirvision into 
Code Groups for each industry. Thus coal-inining w^ould have a 
Code Association, and mining a Code Group. Over the Groups 
would be Code Federations for industry, banking, wholesaling, 
retailing, and so on. And over all the Code Council. This is a 
formal plan ; but the interest of Br. Burn’s study is his discussion 
of the measixres to be taken to maintain a real elasticity in the 
supervision, however far it goes, which is to be the substitute for 
multiple adjustment. 

B. H. MAoGnEGon. 

^TL SoTJuls College^ 

Oociford, 
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Wirtschaftliche Konzentrationen, KonjunMurwandel und Krisen, 
By Dk- O. Brehde. (Berlin : Carl Heymann. Pp. 79.) 

The principal interest whicli tins book bas to its readers is 
that it is an attempt to treat the same problems which have been 
dealt with in recent theoretical works on the influence of industrial 
combinations to social product and trade cycle. Brendl, on the 
other hand, is an exponent of the science of business management 
{BetriebswirischaftsleTire) and therefore is afforded a good oppor- 
tunity of Justifying the reproaches which his science has levelled 
against the theoretical economists for their abstractions and their 
preoccupation vdth assumptions and definitions. But un- 
fortunately his different approach is not very helpful. His refusal 
to rely upon the accepted results of previous research leads him 
into a lot of useless discussion out of which conclusions and classi- 
fications emerge which could easily have been derived directly, 
e.g., from v. Becherath^s classification of industrial concentration. 
His refusal to isolate by abstraction the tangled factors which 
influence his problems lead him into confusion rather than into 
reality; and this impression is aggravated by a discormected 
style of writing. Moreover, his conceptions are by no means 
clear-cut ; for instance, he fails to make the very important 
distinction between production costs and marketing costs. Thus, 
on his terminology, a Joint advertising agreement between other- 
wise independent producers must be called a Trust, because both 
costs and prices are affected. There is also some thin ice in his 
argument about the cumulative effect of surplus gains (p. 22). 
There is clearly a duplication here ; we may have a surplus gain, 
or a decrease in accoimting costs, but not both, because the gain 
is absorbed in the reduction of cost. 

The main thesis of the book is that those combinations are 
desirable which tend to bring down production cost, while those 
are not to be desired which increase gain by raising prices (pp. 
59—60). This may sound reasonable to the practical business 
man, but as an argument in a general form is quite incorrect. 
Both a reduction in production cost, if obtained by cheapening 
of production factors, and an increase in prices constitute, prima 
facie, a transfer to the monopolist in the one case from the owner 
of the production factors, in the other case from the consumers, 
who may, of course, be the same persons. The author’s treat- 
ment of the trade cycle is insuf6.cient. He has dealt with the 
influence of industrial combinations on the individual phases of 
the trade cycle, but he has not gone to the root of the problem 
and investigated its mfluence on the initiating forces and the 
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necessarj’ recurrence of the trade cycle. If this is to be the 
response to the “Hie Rhodiis, hie salta / ” of economic theory to 
its critics, then it is not a very spectacular jump. 

H. W. Sr^TGER 

Seasojial Yariatioyis in Industry and Trade. By SiMOiv ICttzinETS. 

(New York : National Bureau of Economic Research. 1933. 

$4.) 

Assembu^sG a great inventory of data. Dr. Kuznets sets out 
to answer two main questions : how is the pulsation of a seasonal 
flow connected with non-seasonal activities above or below it in 
the sequence of productive processes 1 and what changes in 
the patterns of seasonal variation have accompanied the changes, 
secular and cyclical, in the American economy since the Warl 

The problem raised by the first question would still be present 
in a stationary economy,” and here accordingly Dr. Kuznets 
seeks the one pattern that is most representative of conditions 
throughout the period. His method is to compute monthly 
relatives to a moving average, and then to compare the different 
indexes that can be formed by taking the mean of different num- 
bers of central items in the array of relatives for each month; 
by this comparison he is led to select one such index as best 
representing the general movement, but he does not finally adopt 
it until he has compared its value for each month with the sequence 
of relatives computed for that month year by year. Such a 
method is admirably tentative : there is no tipping of data into 
the hopper of an algebraic machine ; changes regular or irregular 
must be brought to the eye. The index thus obtained provides 
the main material for a study of four productive groups, selected 
as illustrating the incidence of seasonality at different points in 
the flow from raw material to consumption. This study is a 
great achievement in field-work, yet the inquiry is not pushed 
very far : the questions raised could indeed be fully answered 
only by special studies of the several industries ; and the very 
width of the whole survey forbids more detailed treatment of 
one part. One might, however, wish that even within its necessary 
limi ts the work had here been more brought together — ^that 
there were tables, for example, to show how the ownership of 
stocks of crops changes month by month; that the seasonal 
movements of prices had not been treated apart from those of the 
corresponding quantities; or that the question of what decides 
who shall carry the stocks had not been left to suggestive but 
brief remarks in a later chapter. 
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Dr. Kuznets’ study of the second question leads him to con- 
clusions which are of importance to the student of cyclical fluctua- 
tions, and of which we must here give some indication, even at 
the cost of passing over the very interesting statistical methods 
by which they are reached. Broadly peaking, the evidence 
enables Dr. Kuznets to conclude that in the United States in the 
fourteen or fifteen years after the War the seasonal pattern in the 
processes nearest distribution has become more like that of de- 
mand : where demand is seasonal these processes have become 
more variable ; where it is non-seasonal they have become steadier. 
In each case the immediate cause seems to have been the decision 
of distributors to buy from hand to mouth rather than carry stocks, 
and this decision in turn may be attributed to two factors : the 
loss brought by stock-carrying in times of falling prices, and the 
widening empire of fickle style and fashion. In each case again 
the burden has been thrown farther back; but where the effect 
has been to increase seasonal variation, this burden has taken 
the form not of greater stocks but of excess equipment, sufficient 
to the peak and too great for the average. The availability of 
this equipment is in part ascribed to the release of funds through 
the reduction of stock, but is also promoted by the advance of 
technical improvement, and by the low level of average output 
in a slump. From these suggestions it follows that trade de- 
pression tends to bring an increased seasonal burden. In con- 
sidering the relation between seasonal and cyclical variations. 
Dr. Kuznets further points out that the stocks necessitated by 
seasonal flows may delay the passage of stimuli through the 
system, and so lead to an accumulation of tensions ; that when 
the stimulus comes to be transmitted, those who supply stocked 
goods may experience the same magnification of variations as do 
those who supply fixed equipment ; and finally that the influence 
of a cyclical stimulus will be modified by the seasonal phase in 
which it appears. 

Dr. Kuznets’ hook contains much more than this notice has 
described ; its tables of indexes and of sources give it the greatest 
usefulness in further research; one cannot read it without ad- 
miration for the completion of a great task of organisation, for a 
patient and cautious study of detail, and for an exposition always 
orderly and clear. 

E. H. Phelps Bkowk 

New College, 

Oxford. 
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Brynmau'r : a Study of a Distressed Area, based on the results of 
the Social Survey carried out by the JSrynmatvr Comniunity 
Study Council. By Hii.da Je^cstxgs. (Liondon : Allenson 
& Co., Ltd. 1934.' Pp. xi -f- 246. lO^r. 6tZ.) 

It is widely known that some five years ago the Society of 
Friends formed a small settlement in Brynmawr to give assistance 
in the prevailing distress in the South Wales coal-field. It is 
probably less well known that one of the first actions of that 
group was to encourage a stock-taking of the existing circum- 
stances and resources of the community that it was setting out 
to help. The group which conducted this smvey, though 
stiffened at one or two points b 3 ' persons from outside Brj-nmawr, 
was almost entirely drawn from the inhabitants of the small town 
itself. The chairman of the Council for this whole study was an 
unemploj'ed miner. A studj- of the health and housing of the 
town was made bj’’ a group w^hich included among others a 
schoolmaster, a nurse and the local survejror and sanitary 
inspector. Transport facilities were studied bj^ the stationmaster, 
two garage proprietors, a postman, and an official of a bus com- 
pany, with a miner as secretary of the group. The financial 
position of the town was examined by the branch-managers of 
two of the Banks, the postmaster, the manager of the Co-operative 
Stores, with the headmaster of the Boys’ Council School as 
secretary. A study of the industrial history and possibilities of 
the place was made by a group which included among others a 
colliery ihanager, a retired boot manufacturer, the assistant 
manager of the Employment Exchange, four miners, and Miss 
Jennings herself. Each of these groups contained lay members 
other than those mentioned, and other similar groups studied 
other aspects of the general problem. 

These various reports have been edited for publication by 
Miss Jennings. It is no disparagement of her editing to say that 
in many ways the original documents, overlapping as they 
inevitably must, and too long for publication as they stand, are 
even more interesting than the necessarily condensed and sum- 
marised version which she has been obliged to give us. For they 
represent a unique achievement in collective effort by a small 
community. Out of this material Miss Jennings has made a 
fascinating book, and the highest compliment that the reviewer 
can pay to it is to say that it led him to visit Brynmawr himself, 
and to compare on the spot the published version with the reports 
themselves. 
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Brynmawr is essentially a product of the industrial revolution. 
At the end of the eighteenth century it was no more than a 
bleak hill-top on the road from Merthyr to Abergavenny. But 
in the foUovdng years industry grew rapidly. The earliest 
products were iron-ore and limestone for the neighbouring iron- 
works at Xantyglo, Beaufort and Clydach. The local blackband 
ore was by contemporary English standards comparatively rich 
and for the first half of the nineteenth century the neighbourhood 
was prosperous and expanded rapidly. Coal began to be worked 
not only for the use of the iron- works but also for sale. Through 
the early railway age prosperity continued and increased, but by 
the middle of the century the richer local ores were becoming 
exhausted, the poorer remaining deposits could not compete with 
the far richer imported ores of Spain and Sweden and even of 
Northamptonshire. By 1865 imported ores were one-third of 
the local product. By 1878 they were four times, and in 1890 a 
hundred times the local product. The iron furnaces, in face of the 
competition of works farther dowm the valleys and at the coast, 
gradually collapsed and perished, and for the thirty years from 
1850 the towm steadily declined. Then the growing demand for 
coal both for consumption and for the neighbouring steel industries 
in the Ebbw Vale brought a renewed period of activity and further 
immigration of workers. The coal measures outcrop a few miles 
to the north of Brynmawr. The coal was close to the surface, and 
easily and cheaply worked. It was exploited by a number of 
small undertakings which took the best and left much behind, 
which worked with little system and kept few records for future 
generations of what they had done. By the end of the war a 
hundred y^ears of exploitation had virtually exhausted the coal. 
All but a few of the local collieries were closed down in 1921 and 
never reopened after the great strike of that year. 

From 1921 Brynmawr, wdth a population of about 8,000, has 
been a dormitory for men working in the neighbouring coal 
valleys. Already in that year 2,046 out of 3,230 persons were 
working outside the town. About half of these worked in the 
western valley of Monmouthshire and another 40 per cent, in 
Ebbw Vale. But with growing depression in these areas work 
has been concentrated on the local population, thereby securing 
the rents of colliery houses and the reduction of local rates. The 
Brynmawr residents have suffered increasingly and by 1929 only 
663 found employment outside the town. At the end of that 
year 69 per cent, of aU miners in the Employment Exchange area 
were unemployed, and 72 per cent, of those over forty years of age. 
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Thus even in the derelict area of the north end of the Welsh valleys 
Brynmawr was exceptional. 

The Society of Fi'iends decided, therefore, to concentrate their 
efforts in Brynmawr rather than diffuse them over the coal-field 
as a whole. Their success is not to he measured merely bv the 
tangible results, remarkable as these have been. Their attempts 
to create new industries to take the place of the old have indicated 
di£B.culties which neither they nor others could have foreseen, and 
their experiences are a most useful guide to all who may be 
se ek i ng to tackle this problem, jNIr. Scott and his collaborators 
would be the first to admit that the establishment of new industries 
is a far more diffi cult task than they had originally imagined. 

The statistical results of the inquiry cannot even be summarised 
adequately in a review. The materials collected by the Financial 
and Industrial Groups in particular afford valuable opportunities 
for further analysis. For this is almost the first study in this 
country of a small eommunitj’ treated as a unit. Such studies 
have provided the foundations on which almost the whole of 
Indian economics has been written. Similar inquiries are now 
being made in Africa. It is much to be hoped that the inspiration 
to make further studies in this country may be derived from this 
most interesting experiment in self-analysis. For much of the 
material collected at Brynmawr will gain its full significance only 
when we have similar data for a healthy town of siTn-ila.r size with 
which to compare it. 

AxrsTm Bobiksoh 

Sidney Susaea> College, 

Cambridge. 

The Shorter Working Week. By Br. H. M. Vbrkoh. (London : 
Routledge & Sons. 1934. Pp. viii + 201. 8a, Qd.) 

It is now fifteen years since any substantial reduction in the 
hours of factory work has taken place. Meanwhile work has 
certainly intensified. There has been speeding up of machines and 
conveyors, speeding up by new methods of wage pa 3 rment, such as 
the Bedaux system, and by stricter methods of supervision and 
record-keeping, and there is also a “loading up ” taking place; 
for instance, more looms per weaver. XJnder these circumstances 
the time is ripe for a revision of working hours ; and Br. H. M. 
Vernon s book is to be welcomed as a detailed survey of one 
particular plan for shortening hours and maintaining wages, 
without necessarily increasing the cost of production. He writes 
with special reference to the two-shift system.” 
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The economic ai^ument for working shifts was first brought 
before the general reader by Lord Leverhulme in his Six-Hour 
Day. It has recently" been restated by a committee of the British 
Section of the International Association for Social Progress (of 
which I>r. Vernon was a member) in a short pamphlet entitled 
N&io Aspects of the Problem of Hours of Work, obtainable from the 
Secretary of the Section at 15 Sheffield Terrace, W.8. I>r. Vernon 
in the present book collects much further information, but does 
not go as deeply into the economics of shoirter hours, and steers 
clear of any definite pronouncement upon their use as a check to 
rmemployment. In his first chapter he confines himself to the 
facts of unemployment and the increasing productivity of labour 
as summarised in official statistics ; his second chapter describes 
various manifestations of rationalisation ; and his third chapter, 
surveying very usefully the types of weekly hours now worked, 
introduces us to the shift system. There is a brief reference here 
to the saving in overhead costs per unit of output when the plant 
is run longer hours, but the matter is not pursued. With the 
exception of a final chapter on the problem of leisure, the remainder 
of the book deals mainly with the observed results of women and 
young persons working upon the two-shift system, when this was 
granted by Home Office orders under the Act of 1920. The 
procedure adopted under this Act is described in Chapter XV ; the 
result upon output, lost time and health in Chapters V and VT ; 
and the resultant opinions of the workers, their managers, super- 
visors and parents — and their organisations — ^in Chapter VII. 

Valuable evidence, collected by Hr. Vernon when investigator 
for the Industrial Fatigue Research Board, is given in detail about 
the sleeping and feeding habits of shift-workers. When the 
morning shifts began as early as 6 a.m., as they did in three of the 
factories investigated, the median hours of sleep obtained were as 
low as 6^ or 6f ; but in a fourth factory beginning the morning 
shift at 6.30 a.m., hours’ sleep was obtained. Apparently 
there is a fixed time for going to bed regardless of the time one has 
to rise next mor n i ng . Breakfast as well as sleep will also suffer 
from too early a kick-off. Thirty-two per cent, of the workers in 
three factories starting at 6 a.m. had only tea or nothing at all ; 
but all the workers in the factory starting at 6.30 a.m. took drink 
and food for their breakfast. Thus it matters vitally when the 
morning shift is timed to start. The possible working hours 
allowed by the Home Office might perhaps be changed with 
advantage from a range of 6 a.m. to 10 p.m. to one of 7 a.m. to 
11 p.m. 
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Dr. Vernon’s general conclusion is definitely in favour of the 
shift system. Hours are shorter yet output almost as high and 
there is little evidence of impaired health. What objections are 
raised Dr. Vernon considers to be the result of objections to any 
change ; as soon as -workers have become accustomed to working 
shifts they prefer not to change back again. Even those starting 
work at 6 a.m. can, in Dr. Vernon’s view (p. 125), “gradually 
acquire the habit of eating a good meal if they persist in the 
effort.” Dr. Vernon has rendered signal service to the shorter 
hours movement in showing that there is little or no social and 
medical disadvantage in the shift plan to set against its undoubted 
economic advantage where, as in most modern industry, fixed 
capital charges run high. 

P. Sargant Feoben-ce 

University of JBirmingTiam. 


Unemployment Funds : a Survey and Proposal. By Hugh H. 

WoLFEi^DEK. (Toronto : The Macmillan Company of 

Canada. 1934. Pp. xviii + 229.) 

Mb. WoLFENDEiT is concerned not only -with unemployment 
insurance, but -with all types of funds for assisting the unemployed, 
including public relief, though this is only slightly touched upon. 
The other methods include Compensation, where, as with our own 
Workmen’s Compensation Acts, the whole responsibility and cost 
fall upon the employer, of which there are some instances in 
XJ.S. A. and Canada, and the three types of Savings plans. Employer 
Reserves and Pooled Reserves, provided by individual firms and 
groups of employers respectively, and Employee Savings. 
Instances of these methods, in fact, come nearly all from America, 
the European schemes being mostly based on Insurance or on 
Insurance cum Relief. The savings schemes of all types often 
pro-vide for joint contributions by employers and employed. 

The book is arranged to deal with the different schemes by 
countries, -with sub -grouping for various types of plan. Much 
information is given, which should be specially valuable in 
supplementing and bringing up to date Dr. G-ibbons’ work on 
Unemployment Insurance. There is, for instance, a useful treat- 
ment of the present position of schemes of the Ghent type. 
Most attention is paid to the American and Canadian Savings 
schemes, whereas the treatment of English and German insurance 
is comparatively slight. Partly this may be due to the already 
considerable literature dealing with these last, but mainly to the 
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author’s doubts of the suitability of insurance for treating unem- 
plojTnent and his preference for the Employee Savings method. 
He specially stresses that this maintains the individual’s responsi- 
bility by basing assistance on his individual savings. “ The 
return receivable by any individual is always the precise equiva- 
lent of the total contributions, plus interest and after the deduction 
of expenses. . . . Each employee in such a fund possesses 
inalienable rights with respect to the contributions made by him 
or on his behalf.” 

In rejecting Insurance, the author relies chiefly on the difiSLculty 
of making reliable actuarial calculations even over periods of 
years, and in doing so seems to overstress the analogy with other 
types of insurance. He overlooks, too, the fact, emphasised 
particularly by Sir William Beveridge, that the fluctuating and 
uncertain incidence of unemployment makes collective rather than 
individual treatment essential to average out the good and the 
bad- Here the British distinction between insurable and un- 
insurable unemployment appears a far more effective method of 
meeting the difELoulty. Indeed, British insurance has less to 
learn from these American proj'ects in respect of general principles 
than in certain subsidiary matters. Thus, the longer waiting 
periods might well, as Professor Cannan has suggested, be con- 
sidered with a view to conserving more of the available funds for 
long-period unemployment ; and schemes for what is in effect a 
“ dismissal wage,” in compensation for displacement by techno- 
logical improvement, may be compared with similar suggestions 
which were made by the late Lord Melchett. 

The closing chapters work out the author’s proposals for 
assisted savings. In theory, he seems greatly to over-emphasise 
the workmen’s responsibility for unemployment, and corre- 
spondingly understresses that of employers, notably in respect of 
casual labour, and of the community as a whole, since unemploy- 
ment is in part at least created by fluctuation in consumers’ 
demand. In practice, he divides responsibility more equally. 
What we call insurable unemployment would be met jointly by 
employer and employee and un insurable by the employee and the 
State, with Belief Eunds in reserve for those not covered, or 
ceasing to be covered, by these means. Finally, he would prefer 
the workmen to bear half the cost, but is prepared to accept 
payment of an equal third share by each of the three parties. 

N. B. Dbarle 
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The Technique of Social Investigation. By C. Luthek. Fry. 
(New York and London : Harper and Brothers. 1934. 
Pp. xii -f 315. $2.50 net.) 

]Mr. Litther Fry keeps closely to the title of his book, con- 
centrating upon the machinery of social investigation, and 
provides much useful information for the social research worker. 
He treats the subject in order throughout from the preliminary 
planning to the final Tv-riting of the report and application of the 
findings. A last chapter of a more general character deals with 
the scope of Social Research. One advantage of his method is 
that his book can readily be used for general study of research 
technique, or for reference regarding particular branches of the 
subject. 

The treatment goes into considerable detail. At times, 
perhaps, elementary matters are treated a little fully, whilst in 
other cases, as with the reference to the coefficient of correlation 
in the chapter on Quantitative Analysis, the treatment seems to 
assume more technical knowledge than many reseai'ch workers, 
beginners especially, are likely to possess. But mostly the 
presentation is clear and helpful. 

The book is based largely on American practice, but also 
refers to research work in other countries. There is, for instance, 
an interesting short account of the Booth Survey. Specially 
valuable features are the many references to actual investigations, 
illustrating practically the points with which the author is dealing, 
and his very considerable bibliography of the subject. 

Possibly Mr. Fry might have ranged rather more widely and 
included, for instance, more information on British Research. 
Thus a brief description of the methods described in the intro- 
duction to Industrial Democracy would have been well worth 
inclusion, and what is there called “ watching in motion,” that is 
the observation of social institutions in their day-to-day opera- 
tions, seems to provide a technique more fruitful than the more 
formal type of experiment, which, as the author rightly emphasises, 
is difficult to apply in the social sciences. 

Mr. Fry’s work will probably be most useful for the planning 
of the large-scale type of research, combining statistical and field 
work ; and individual research workers, beginners especially, 
should bear its prime purpose in mind. But there is much w'hieh 
is of general application. Besides points mentioned above, Mr. 
Fry emphasises various pitfalls which may arise during an 
investigation, as, for instance, in respect of the use of the 
No. 177. VOIi. XIiV. M 



162 


THE EC0Is03HIC JOT7BXAL. 


[2MA.RCH 


working h\’potliesis/’ as being at once necessary and liable to 
cause bias ; and the advice and guidance given upon a variety of 
subjects should prove of assistance to more than one type of 
investigator. 

N. B. Dearlb 

The Consequences of the War to Great Britain. By Braktois 
W. H!irst. (Liondon : Humphrey Milford ; Oxford Uni- 
versity Press. 1934. Pp. xx -j- 311. 10^.) 

This is the concluding volume of the British. Series in the 
Economic and Social History of the World War,” published by 
the Carnegie Endowment for International Peace. It is in two 
parts, the first covering political, social, and moral consequences 
and the second financial and economic consequences, the former 
occupying rather less than one-half of the book. In the first part 
is embodied an historical review which will certainly arouse much 
opposition but is perhaps as impartial as could reasonably be 
expected from so strong a partisan as Mr. Hirst. We can agree, 
however, that the War destroyed the character of the old political 
parties, “ Politics became less political. Pinancial, economic, 
and social questions forced themselves to the front.” The 
apparent potency of State action during the War and the distress 
which followed contributed to the growth of socialism, while the 
horrors and stupidity of war and the interference with personal 
liberty have created a powerful sentiment in favour of world peace. 
Social and moral effects are difficult to value, but Mr. Hirst has 
collected a number of illustrative opinions varying from one, that 
“ the younger generation are much more independent, and take 
much more their own line, without reference to the older genera- 
tion,” to this (which is Mr. Hirst’s own), that “ the post-war 
generation of young men . . . are on the whole less industrious 
and enterprising, less public-spirited, and less interested in 
politics.” Erom the latter view one may register dissent. 

The financial consequences of the War are approached through 
the Budgets of 1914 to 1933, to which five chapters are devoted. 
Mr. Hirst has to a considerable extent confessedly taken his 
material from British War Budgets by himself and Mr. J. E. Allen 
and British Budgets by Sir Bernard Mallet and Mr. C. O. George. 
Two chapters follow on “ the growth of taxation and expendi- 
ture ” and “ the war debt of Great Britain.” His criticism is 
now familiar ; insufficient taxation in the early years of the War 
and “ an orgy of extravagance ” throughout. Extravagance, as 
we well remember, characterised individuals as well as govern- 
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ments and patriotism was forgotten in the intoxication of rising 
prices. It is, for instance, well known that mamifacturers 
squandered profits or disbursed them in needlessly high wages 
rather than pay them over as jEJxcess Profits Duty. “ In view of 
Lord Kitchener’s warning at the outset that the War might last 
as long as three yearn, the Ministry had no excuse for not enforcing 
economy by the simplest of all methods, i.e. by taxation.” But 
IVIr. Hirst keeps his severest censure for the almost criminal 
extravagance of the Coalition Government in 1 9 1 9 and 1920.” Part 
of the blame is fixed on the Civil servants ; notwithstanding the 
slump which began in 1 920 ‘‘the bureaucrats, strongly entrenched 
in Whitehall, were difficult to move.” !Mr. Hirst seems here to 
forget what he very well knows, and what every Civil servant 
finds out, that the business of the Civil servant is to obey orders 
and not to tax or legislate. Of all the Chancellors of the Exchequer 
with whom he deals !Mr. Churchill comes off worst, and !Mr. 
McKenna and Lord Snowden are treated most gently. JMr. Hirst 
thinks a “ capital levy might well have been imposed on the war 
fortunes ” of 1919—20, but his continual insistence is on economy, 
sometimes without much regard to the advantages of wise 
expenditure. The discussion on British war debts again contains 
little that is new, but the comment on the settlement of the debt 
to America in 1 923 is worth quoting : ‘‘It was a most unfortunate 
transaction and it is now obvious that IVflr. Bald^vun was in much 
too great a hurry. A general arrangement should have been 
made with the Allies, or a most favoured-nation clause should 
have been inserted in the British Debt Treaty. In any case there 
should have been an arrangement for payment in goods untaxed 
by the tariff, or, failing that, the gold pa 3 unents should have been 
checked by an index-number.” Memory of the contemporaneous 
com m ent in American and other financial journals recalls that 
that Treaty, now maligned, did much to restore British credit, 
and, in any case, Mr. Hirst’s alternatives were impossible of 
realisation then as now. 

It is unfortunate for Mr. Hirst that so much of his history, and 
not least his chapters on trade and unemplo 37 ment, has been dis- 
cussed in scores of books during the last ten years that there is 
little new to be said. One may note, however, his censure of the 
Government of the day for conceding to India the right to impose 
tariffs on British goods (attributing it to the influence of the 
Bombay and Bengal manufacturers), though its refusal, with the 
growing spirit of Indian nationalism, might have brought worse 
evils. Again, the foolish expenditure of many working-class 

M 2 
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pei^ons during the War is set forth, but the present reviewer recalls 
the improvement in the health and clothing of the children of 
South-east London, whose parents were for the first time earning 
decent wages, more vividly than the fur coats and pianos in 
worlnng-class households. 

As has been already said, jVIr. Hirst cannot expect to avoid 
contradiction, or at least controversy, but his book is a useful 
compendium of facts about the events of the last twenty years. 

Heitry W. Macro sty 

The Twilight of Parenthood. By Charees, M.A., Ph.D. 

(Watts & Co. Pp. 223. Is. 6d.) 

DiJRrs'a the years immediately after the "war there was a 
lively interest in population problems. In retrospect it is clear 
that the discussion was not fruitless ; some permanent gain was 
made. Our ideas about the economic and sociological implica- 
tions of the population question were clarified ; research into the 
related physiological problems was stimulated, and it became 
possible to discuss birth control otherwise than in specialist 
publications. Then interest began to wane. This is a pity, 
because nothing can be more certain than that the changes, now 
taking place in the population situation in the Western world, 
will have a profound influence upon every aspect of the society of 
the futme and its problems. But there are signs that popula- 
tion is again going to attract attention, and the publication of this 
book is one of them. 

As the title and other indications show. Dr. Charles has 
addressed her book to the general public. It covers a great deal of 
ground ; it is packed with facts, and the argument is often very 
condensed. Her qualifications over the whole field are high ; she 
is thoroughly acquainted both with the statistical and the bio- 
logical data. But it so happens that she holds views which are 
not very widely accepted, and a fuller exposition of her reasons 
for them would have been welcome. The general reader may find 
himself in some difficulty, since the facts are unfamiliar and the 
whole treatment so condensed. There is also a certain danger 
that he may take as proven some of her conclusions, which, 
though always deserving close attention on account of her quali- 
fications to be heard, are nevertheless very questionable. 

The first chapter is concerned with the possibility of the 
increased production of food opened up by science. It is extra- 
ordinary how little these facts are appreciated j discussion about 
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the population carrying capacity of the world is conducted as 
though our powers remained what they were fifty years ago. 
To stress this point is to render good service. The second chapter 
summarises the simple and beautiful methods, recently elaborated 
by Ivuczynsld, for assessing the position of a population in relation 
to its reproduction rate. These methods have stood the test of 
criticism and should be widely known. Then follows a summary 
of the results of applying these methods, and the remarkable 
position of the Western world is exposed; some countries, in- 
cluding our own, are 23 per cent, below replacement rate. Very 
properly there comes next an examination of differential fertility, 
since the most hopeful method of gaining further insight into the 
fall of fertility is undoubtedly to discover where and for what 
reasons within any community it has fallen most. Dr. Charles 
draws the important conclusion that a study of differential 
fertility leads us to suppose that fertility ulll continue to fall for 
some time to come. For this view there is ample justification. 
Differential fertility also raises qualitative problems, and Dr. 
Charles follows up this trail for a while. But eugenic problems 
are hardly suitable for so summary a treatment, and in any case 
are not part of the main theme. The fact seems to be that Dr. 
Charles cannot avoid having a dig at the eugenists, whom she 
regards as in general opposed to her social and political views. 
But it might be held that she tends to concentrate attention as 
exclusively on evidence pointing in one direction as they do on 
evidence pointing in the other. 

Betuming to the main theme she discusses in two chapters, 
which are the most interesting and at the same time the most 
debatable in the book, the more immediate causes of the decline 
of fertility and then the more remote or sociological causes. The 
latter she finds deep in the conditions which of necessity character- 
ise an acquisitive society.” The sociological discussion is full 
of novel and acute observations ; probably few will agree with 
all her views, but the treatment is far above the ordinary level 
of discussion of these matters. The chapter devoted to the 
immediate causes of the decline is more important since, until 
we are fairly confident as to what they are, any discussion of the 
sociological problem is necessarily rather in the air. The opinion 
is widely held that birth control is the explanation or at least by 
far the most decisive factor. Dr. Charles raises several diffi- 
culties in the way of this view, and the piling up of these diffi- 
culties gives the impression that she would assign a comparatively 
unimportant place to contraception. On the other hand, there 
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are passages whicli suggest that, ^rhen all the factors are taken 
into account, birth control will be found to be the most important 
of them. Thus we are left in the dark about her final con- 
clusions. 

The matter is so important that the points which she stresses 
deserve mention. She says that “ four features of the decline in 
fertility of civilised communities . . . have been emphasised by 
those who regard the spread of contraceptive knowledge as the 
principal explanation of it.” She names differential fertility, the 
high Catholic birth-rate, the high fertility of rural populations, 
while the fourth is cormected with economic conditions. There 
are, of course, others, and of the most important of them Dr. 
Charles is not unaware. She says in another connection that “ it 
is beyond dispute that the fall in European fertility was accom- 
panied by a greatly increased dissem in ation of contraceptive 
information and by a more widespread and rigorous use of all 
available methods.” As to class differential fertility, her diffi- 
culty in accepting it as evidence is that “ birth control propaganda 
. . . has been closely associated with radical and socialist propa- 
ganda among the skilled workers.” But propaganda in favour of 
all kinds of things, education for instance, was conducted by 
middle-class enthusiasts among the working class, and we do not 
infer that the working class in conseq^uence became more advanced 
in these directions on that account. To the argument from hi gh 
Catholic fertility she raises several objections. She points to the 
decline of the birth-rate in Ireland. But in fact fertility has 
remained high in Ireland ; the decline of the birth-rate is due to 
few and late marriages. Irish data are, in fact, a point on the 
other side. She says that States in the XJ.S.A. with the highest 
fertility have few or no Catholics, and that those with many 
Catholics have only a moderate fertility. But in that country 
there are huge differences between the fertility of town and 
country and of foreign and native bom, and the above facts can 
be explained as reflections of these differences which override the 
effects due to different religious practices. Her difficulty about 
the low Jewish birth-rate seems to be due to a misapprehension of 
Jewish teaching. She says that “ Jewish authorities agree in 
condemning unreservedly all contraceptive methods.” This does 
not at all accord with the very authoritative summary of Jewish 
teaching given by Dr. Dauterbach. 

In general the difficulties in the way of accepting the ordinary 
view are not very impressive. What alternative explanations 

there ? Dr. Charles mentions three : frequency of intercourse. 
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washing and social promotion. It is true that there is reason to 
believe that, as the frequency of intercourse diminishes, so the 
chance of conception declines. But it remains to prove that the 
frequency of intercourse has declined. It has been shown that 
soap in very dilute dilutions is a powerful spermacide. But it 
remains to prove that washing as now practised enables soap to 
exercise its spermacidal properties. As to social promotion, 
the argument is that, since members of small families can get 
better education and can afford to wait for jobs, the congenitally 
sterile are favoured, rise in the social scale and so bring about a 
concentration of infertility in the upper strata. A somewhat 
surprising argument, it may be observed in passing, in the mouth 
of anyone who is otherwise so strongly opposed to the view that 
under present conditions genetic differences arise between 
members of the social classes. But what do we know for certain 
about the social promotion of members of smaller families and 
about the inheritance of human fertility 1 And how far is size 
of family correlated with fertility 1 The alternative explanations 
do not seem to carry us very far. On the other hand, our know- 
ledge of the physiology of reproduction is so rudimentary that 
there is full justification for stressing the possibility that there may 
be unrecognised factors at work which reduce fertility. The 
point is that the presence of such factors has not been definitely 
established. It is not very easy to understand why Br. Charles 
should be so anxious to belittle the importance of contraception. 
She says that the failure of “ acquisitive society ” to perpetuate 
itself is its “ultimate condemnation.’’ But the more that the 
failure is due to accidental factors and the less it is due to conscious 
striving to prevent conception, the weaker becomes the case for 
attributing any blame. If our society came to an end owing to 
the spread of the use of soap and the substitution of the other 
pleasures for those of sexual intercourse, its end would be in the 
nature of an accident ; blame would not be in the picture and its 
fate would not be altogether ignoble. 

That this review has been mostly concerned with debatable 
matters should not obscure the fact that this is an able and 
stimulating book. It is not a dull rehash of the problem, and it 
is not a mere work of popularisation. It deserves the close 
attention of all who are interested in population. 

A. M. Caeh-Sattnuebs 


(The University of Liverpool. 
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The House of Adam Smith. By Erj Gustzbbkg. (New York : 

Columbia University Press. 1934. 8vo. Pp. xii + 270.) 

11k. GrvzBEEG seems to be a 3 ’-oung writer of considerable 
promise. Unfortunatety, before reading the Wealth of Nations 
he seems to have imbibed the idea that it is (in the words of the 
dust-jacket of his book) “ the Bible of modern capitalism,” which 
in his vocabulary means the exploitation of wage-earners by profit - 
makers. Forgetful of the proverb, “ The devil can quote Scrip- 
ture,” he was then surprised to find that the book, in fact, contains 
a very unflattering picture of “ merchants and master manu- 
facturers,” and a very favourable one of wage-earners, especially 
country labourers. Flushed with excitement, he hastened to 
communicate his discovery to the world in the book now before 
us wdthout first inquiring whether what was new to him was not 
already well kno wn. If the “ Conclusion of the Chapter ” at the 
end of Book I of the Wealth of Nations and other familiar passages 
in that work were not sufficient, any doubt about Smith’s sym- 
pathies must have been set at rest by the report of his Glasgow 
Lectures, which has been available ever since 1896, though book- 
sellers often wrongly allege it is out of print. It would be too 
ridiculous to try to make a typical anti-socialist out of the man 
w^ho thought it might be justly said that the people who clothe 
the whole world are in rags themselves ” in consequence of their 
pernicious habit of putting boys to work too soon, and who told 
his students that the merchant was better paid than his clerks, 
though his labour was less, and that his clerks had equal advantages 
over the artisan and the artisan over the labourer, so that “ he 
who as it were bears the burden of society has the fewest 
advantages.” 

Part I of Mr. Ginzberg’s book is regarded by him as an attempt 
“ to reconstruct and interpret the Wealth of Nations,” but it is 
singularly unsuccessful, because it jumbles the opinions of other 
persons along with Adam Smith’s. Instead, for example, of 
Smith’s extravagant panegyric on the education given to girls 
in his tune, we are startled to find a violent attack on it. There 
is nothing in the text to warn the reader that he has been switched 
off on to the opinion of an anonymous pamphleteer, and the 
notes are not likely to help, as they are not at the foot of the page 
but huddled away at the end of the volume. 

Part II, which according to plan should have shown how 
Smith’s work was turned to base purposes by reactionaries, is 
very discursive, and at last loses sight of the question altogether 
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in long examinations of the opinions of President Hoover and 
Pope Pius XI, neither of whom are alleged to have claimed to be 
supporters of Adam Smith or even to have referred to him. 

]VIr. Grinzberg’s chapter headings are pyrotechnical rather than 
informative, but much vill be forgiven to a writer who possesses 
a liveliness of style which is sadly wanting in the bulk of contem- 
porary economic literature. 

Enwix 

The State and Ecx>ncmiic Life : Addresses and Reports given at the 
Sixth International Studies Conference. (Paris : The In- 
ternational Institute of Intellectual Co-operation ; London : 
Allen and Unwin. 1934. Pp. viii + 422. 15s.) 

The New Internationalism. Ey Clark PorejViax. (Xew York : 
W. W. Norton. 1934. Pp. x -{- 154. Sl-75.) 

IxcREASiXG intervention by the State in industry and trade 
is a world- vide phenomenon ; and it is not surprising that a 
change of economic policy so significant should have led to the 
holding of conferences and the vTiting of books to elucidate the 
principles and extent of the movement. The second of the 
International Studies Conferences to be devoted to the subject 
of “ The State and Economic Life ” was held in London in the 
summer of 1933. It was organised by the International Institute 
of Intellectual Co-operation in collaboration with the Rritish 
Co-ordinating Committee for International Studies ; and this 
volume contains reports and memoranda, and verbatim notes of 
the discussions at the Conference. 

The subjects considered fall into two main groups : (1) Inter- 
national Trade and Finance, i.e. tariffs and the regulation of 
international capital movements ; and (2) State Intervention in 
Private Economic Enterprise, which includes a variety of subjects, 
amongst them State planning. The excerpts from the pre- 
hminary memoranda, and a few of the speeches, contain most 
useful information ; but it seems doubtful whether a conference 
of this character is worth the time and money spent on it. If, 
instead of ranging over the whole vast field of the relations 
of the State to economic life, the conference had concentrated 
on one particular subject or problem, some definite and useful 
conclusions might have been agreed. 

Internationalism, according to Dr. Foreman, “is a system 
of political, economic and cultural co-operation by the nations of 
the world.” The Mercantile system gave way before the rise of 
“ capitalist internationalism ” based on laissez-faire, the ideal of 
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which was universal free trade. Socialist internationalism was an 
opposition theory. It began with Karl Marx, and was developed 
into a theory of the solidarity of the interests of all workers, 
regardless of their dwelhng-place or nationality. But the elimina- 
tion of national units which both of these systems envisaged shows 
no sign of realisation. Nationalism has been growing, quite as 
much in its economic as in its political aspects. During the past 
ten years the tendency has been towards a planned national 
economy and increased participation of the State in the economic 
affairs of the nation in nearly all countries ; and in international 
relations this has resulted in State regulation amounting, in many 
countries besides Russia, practically to State trading. When 
they develop national consciousness the people of a country want 
a balanced economy : they aim at self-sufficiency in war and 
prosperity in peace. The world has paid a heavy price for the 
attempts to expand commerce without regard to the effect on the 
human populations. The new internationalism will have to make 
allowance for national aspirations, but also there will be the same 
need as before of large areas for commerce.” Those countries 
which achieve national development and a trade area sufficiently 
large to make them self-sufficient in war and prosperous in peace 
will be the leaders in the new international system. This thesis is 
worked out with a wealth of examples jErom recent world history. 

H. S. Jbvons 

The World Trend Toward Nationalism. Edited by Ernest M. 

Patterson. (The American Academy of Political and 

Social Science : Philadelphia, 1934. Pp. x 222. $2.50.) 

The Economics of Rearmament. By Paul Einzig. (London : 

Kegan Paul. 1934. Pp. ix -f- 179. 65 .) 

The jSrst is a number of the Annals of the American Academy 
of Political and Social Science (for July 1934), which contains 
papers read at the thirty-eighth annual meeting of the Academy, 
with discussions, and a few articles on the general topic of national- 
ism, followed by a series of papers submitted by the Academy of 
World Economies at Washington. It forms a volume bound in 
cloth and specially indexed- The 24 papers and articles are 
grouped under such headings as : American Poreign Loans and 
the Future, The United States and Nationalism, Can Wars be 
Avoided % There are several noteworthy papers, and some of 
permanent value. Por instance, Albert Guerard writes on 
“ Herder’s Spiritual Heritage ” — that is, nationalism, romanticism 
and democracy as they developed after the Prenoh Revolution, 
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and Sir George Paish on Is Nationalism opposed to International- 
ism ? ” Other well-known authors are ; W. S. Culbertson and 
Henry Chalmers on trade barriem, Hamon GorsM on the Polish 
Corridor (with suggestions for a solution), and Clarence Martin 
on “ The XJ.S. and the World Court.” The book is fuU of useful 
matter on ciirrent international problems in Europe, America and 
the Far East. 

The Mconomics of JRearmament is a striking little book : 
a sincere and original study of a difficult question. Although 
for sentimental reasons the author would have preferred, as he 
says, to present as strong a case as possible for disarmament, he 
found himself compelled to realise that, from the economic point 
of view, there is no clear case for either disarmament or rearma- 
ment. Those who claim that rearmament will cause financial 
and economic collapse are about as wrong as those who urge that 
it would be a general benefit because the expenditure would 
create employment. The author concludes that in a competitive 
regime dominated by laissez-faire mankind could not immediately 
benefit economically by a reduction of expenditure on armaments. 
Any expenditure on production, even of useless objects, which 
does not replace existing production is advantageous in that it 
creates employment; though it is doubly so if the product is 
permanently useful either as an instrument or public work. 
Only by resort to economic planning can a nation reap full ad- 
vantage from disarmament. It is the existing system of the 
distribution of wealth which renders the foregoing conclusions 
inevitable. In a completely planned economy, such as Soviet 
Hussia is endeavouring to establish, all armament expenditure 
would be a dead loss, because the manufacture of arms would 
always replace other activities. Such is the main argument of 
this thoughtful and readable book, which also has some interesting 
observations about the unbalancing of budgets. 

H. S. Jevoists 

The Italian Corporative State. By Fatjsto Pitigliaet. (London : 

P. S. King. 1933. Pp. xxv + 293. 15s.) 

Fascism and Social Revolution. By E>. Palme Butt. (London : 

Martin Lawrence, Ltd. 1934. Pp. xi -j- 296. 5s.) 

The Roots of Violence, being the Mertens Lecture, 1934. By S. K. 

Hatoltfee. (London : The Hogarth Press. 1934. Pp. 

60. Is.) 

These three books have little in common except that they 
treat of Fascism from different points of view. Signor Pitigliani 
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gives us a useful account of the constitutional changes which 
have been made in Italy under the Fascist regime. He begins 
with an historical description of the growth of various types of 
occupational associations, and explains why it is to the advantage 
of the State not merely to grant legal status to trade unions and 
employers’ associations, but to charge them with specific duties 
and obligations to the body politic in return for legal protection. 
The character of collective contracts and the work i ng of labour 
courts in Italy are examined in detail, and two chapters are devoted 
to a full exposition of the corporative organisation of the Italian 
State. 

The second part of the book describes the present occupational 
associations, reviewing their history, constitution and working. 
These cover the whole field of agriculture, industry, transport and 
finance, for both employers and employed, and the professions. 
Some English readers may be puzzled by the fact that the trans- 
lator has frequently used the terms “ syndicate ” and “ syndical- 
ism ” for “ trade union ” and “ trade unionism,” the term 
revolutionary syndicalism ” being used for the doctrine com- 
monly denoted in England by the latter word only. The book is 
a detailed exposition and justification of the Italian corporative 
state, fully documented, but with no independent criticism. 
There is a long mathematical appendix on the economic basis of 
wage arbitration, based on Marshall, Edgeworth and Pareto ; 
but there is no reference to Pigou. 

Mr. Palme Putt has written a most elaborate attack on 
Fascism, vitiated by his inability to see any good in it. There is a 
great deal of truth in many of his generalisations ; and bis 
numerous quotations, and his discussions of them, are full of 
interest. A careful unprejudiced student might draw much useful 
material for his own studies from the book ; but as it stands it is of 
small importance on account of the obvious bias of the author. 

Mir. Eatcliffe’s lecture is a nicely phrased indictment of the 
coercive State, whether it be Italy or Germany, and an explanation 
of this political phenomenon based upon his wide reading. 
Fascism, it seems, is neither so new nor so un-English as we are 
apt to assume. Thomas Carlyle, who is revered more in Germany 
than in England, writing his Z/atter-Day Pamphlets in 1850 , out- 
lined the whole system of Fascism : a prime minister who would 
be actual ruler and demand a wise obedience to a wise command, 
with a regimenting of “pauper banditti ” into soldiers of industry. 
V^ithout telling us what to do, Mr. Patcliffe has given us a very 
pleasant and profitable evening’s reading. H. S. Jevons 
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Hailways and Roads in Pioneer Development Overseas. By 
J- Edwtx HoLiiSTRoai. (London : P. S. King and Son, 
Ltd. 1934. Pp. 304. 155.) 

XJxTTL recent years, railways were the only practicable means 
of providing the essential transport services required for the open- 
ing up of hitherto undeveloped regions, but now an alternative 
method in the form of motor transport is available. All over the 
world, motor transport has developed to a remarkable extent owing 
largely to the fact that a motor service can be provided with a 
small amount of capital within the reach even of small native 
business men in Africa and Asia. Dr. Holmstrom points out that 
while nowadays motor transport grows up almost naturally to 
meet the demand, railways require to be deliberately planned. 
It is indeed a remarkable fact that motor transport has already 
become almost an integral part of somewhat primitive native 
economies in many areas. As Dr. Holmstrom remarks, “ When 
one comes across the palm-thatched shelter between his grove 
of cocoanuts and his patch of rice, under which the prosperous 
Malay keeps his ramshackle old car wherewith to drive bare- 
footed into market wdth his produce, one is struck with the inti- 
mate w*ay that motor transport weaves itself into the accepted 
social fabric of the age as much in the East as in the West.” 

In undeveloped countries, the economic possibilities of motor 
transport are now so considerable that it has become an im- 
portant problem to determine the coirect relative sphere of rail 
and road (or roadless) transport in such regions. Motor trans- 
port is very flexible ; the railway is rigid. Motor transport re- 
quires only a small amount of capital and its roadway can be 
gradually improved as traffic warrants, beginning if necessary as a 
simple track across country ; a railway from the outset requires 
the expenditure of a vast amount of capital which once sunk in 
providing the permanent w^ay and w'orks is practically useless for 
any other purpose. 

Dr. Holmstrom in this book has made an important contri- 
bution to the solution of the problem, basing his conclusions on a 
large mass of data relating to the costs of both road and rail 
transport in various African, Asiatic and other countries. Special 
interest attaches to his conclusions, since he is a practical engineer 
with experience of railway construction in Malay and China. 
The book provides a detailed and painstaking survey based mainly 
on the published reports of the operators concerned. The matter 
is treated in an original way and the author, wdth the aid of simple 
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mathematical formulse and hyperbolic costing paper, elaborates 
a technique for estimating from local conditions the proper 
relatiTe scope of railway and road transport in countries as yet 
economically undeveloped. 

The book is divided into four parts In Part I the nature of 
different forms of land transport is analysed, and it is argued that 
the solution of the problem requires the distinguis h ing, measure- 
ment and correlation of consumer’s costs, carrier’s costs and 
virtual costs ; the last named being a statistical estimate of the 
total wealth absorbed in providing transportation and in confer- 
ring any indirect benefits which may result- In Parts II and IH, 
which deal respectively with rail and road transport in a number 
of undeveloped countries, the author develops a technique for 
deriving the kind of cost data required for his purpose firom the 
published accounts and reports of the various undertakings. 
In Part IV the necessary adjustments of the crude data are made 
and various comparisons and conclusions are drawn, taking into 
account indirect benefits as well as measurable costs. 

The most interesting contribution made by Dr. Holmstrom 
is the elaboration of a formula for obtaining the virtual cost per 
ton-mile of a “ typical ” colonial railway expressed in terms of the 
traffic density in equivalent ton-miles per route-mile per annum. 
The cost of providing and using the “ typical railway ” he esti- 
mates in round figures at £700 per mile per annum plus \d. per 
ton carried. The virtual cost per ton-mile on a road is estimated 
at 9*50d. at all densities where comparison arises with railways, 
and from this he calculates that the critical density at which the 
virtual cost on a typical railway drops below the virtual cost on a 
road is 16,900 equivalent ton-miles per route-mile per annum. 
The figure thus obtained has to be modified by taking into account 
other factors than mere transport, such as terminal and handling 
charges or indirect benefits. Such modification, he points out, 
can only be effected by personal judgment locally informed, but 
it is in the public interest desirable that all transportation should 
be performed by whatever means incur the lowest virtual costs 
thus weighted. 

Dr. Holmstrom is to be congratulated for his timely and im- 
portant contribution to the study of problems of road and rail 
transport and his book should be read by all interested in these 
questions. 

K. G. Feheeon 

College of Technology, 

Manchester. 
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Land Problems of India. !By Raphakamal Mttkerjee, Professor 
of Economics and Sociology, Lucknow University. (London : 
Longmans. 1933. Pp. x + 369.) 

Lanp tenure is probably more complicated in India than in 
any country in the world. Customs governing the occupation of 
land vary from district to district; and each province has its 
own considerable body of land legislation differing, in some oases 
frmdamentally, from other provinces. Primitive tribal customs, 
literally thoxisands of years old, have survived in some parts. 
Each successive wave of conquerors from the north-west intro- 
duced new customs in the parts where the invaders settled in 
numbers. Pour hundred years ago came the organised land 
system of the Mughal Empire, which the British inherited. This 
became overlaid with laws which in the nineteenth centxary em- 
bodied the crude application of English ideas, but more recently 
have been based on the ascertained needs of the situation. The 
author gives a good idea of this complexity, and indicates the 
probable origins of many indigenous systems of tenure. The 
present book is not primarily a description of Indian land tenures, 
for that task was accomplished by Baden Powell in his standard 
work of three volumes, whilst the British law has been set forth 
in legal works. 

Professor Mukerjee is concerned with the effects of the laws 
and customs of the land tenure upon the effi.ciency of agriculture 
and the welfare of the peasants. The existing systems of tenancy, 
and the abuses which have grown up under them, are described in 
order to explain the reasons for the reforms which have been at- 
tempted and those which the author advocates. These are of 
great range and complexity ; but everyone who studies the rural 
economy of India agrees that sweeping reforms are necessary to 
improve the economic position of the peasant, though opinions 
differ as to how they should be carried out. 

The most serious evils, which are correctly described by the 
author, are : the growth of landlordism and rack-renting, even 
in the provinces where the law recognises only peasant proprietor- 
ship ; sub-infeudation, the land being let and sublet to five or six 
successive subtenants, only the last being the actual cultivator; 
the extreme subdivision of holdings, so that a family has to live on 
less than an acre of rice land, and individual fields are often no 
larger than a tennis-court; the scattered nature of the usual 
holding with fields in ten to twenty places ; the levying of premia 
and “ fines ” by landlords where rents are fixed by law ; the 
pressure of land revenue on the small cultivator in some parts ; 
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stud, the -usiorious rates of interest charged, hy money-lenders, 
and failiore of the land alienation acts wholly to protect cixltivators 
from loss of their land- 

The author considers at some length the problem of enlarging 
the mnltitizde of uneconomic holdings, and of consolidating the 
holdings which consist almost Txnfrersally of scattered fields. 
He is in fav^onr of compulsory pooling and re-diwLsion of the land 
in compact holdings, and re-adjnstment of T-illage roads and 
paths, and easements, such as irrigation channels. There ha'V'e 
been various measures to protect tenants by conferring occupancy 
rights and automatically acquired tenancies for life. Yet there 
is a host of tenants-at-will, and of protected tenants, having 
holdings too small to maintain a family. These classes might be 
provided for to a large extent, the author suggests, by Govern- 
ment purchase of the large izcirrhi'ndaris ^ or landlords’ estates, and 
sale to the peasants by gradual instalments on the Irish plan, 
after laying out the land to the maximum advantage. The 
permanent settlement is reviewed, and its baneful results are 
indicated. The proportion which land revenue bears to rent and 
to the cultivator’s surplus is examined ; but, since most of his 
proposals are sound, it is surprising to find the author proposing 
that the land revenue should be reduced for cultivators with very 
small holdings on the principle of ability to pay. This confuses a 
tax which takes a share of the economic rent with an income tax. 
Any such basis of assessment would be likely to prove extremely 
difficult from the administrative point of view. 

In several places the author’s inferences from the experience 
of other countries seem to need reconsideration ; but the book 
forms a useful and suggestive review of the agrarian problems of 
India and of possible methods of alleviation. ISTumerous vernacu- 
lar words are used for different tenures, tenxir e-holders and customs 
without any translation or explanation, the book having been 
written for those already conversant with the main features of 
Indian rural economy. 


H. S. Jevoists 



NOTES AND MEMORANDA 

Tbtbs Economic Aspects of the Rkoposed Inoian 

Constitution 

§ 1. The Report of tlie Joint Committee on Indian Constitu- 
tional Reform may now be regarded, as tbe final outcome of tbe 
political deliberations wbicb bave for nearly a decade busily 
engaged the statesmen of two countries and which have produced 
one Statutory Commission, three Round Table Conferences and 
several Committees and sub -Committees. In view of the strength 
of His Majesty’s Government in Parliament, the Constitution, as 
outlined in the 'White Paper (Cmd. 4268) and as retouched in the 
Joint Report, may be said to be a fait accompli. At the moment 
both in India and Britain attention has centred round the Safe- 
guards, commercial and other, which in one country are looked 
upon as unnecessary fetters on freedom and in the other as a 
“ necessary complement to any form of responsible government ” 
and transfer of power. It is for the politicians to ferret out these 
questions of transfer of power ; the task of the economist is to 
consider dispassionately whether the new Scheme is capable of 
bringing about any real advance in the economic well-being of the 
masses, of raising their standards of life and culture and of pro- 
viding them with the material and moral equipment necessary to 
maintain those standards. 

Applying that crucial test we have to admit that although the 
Report provides a very successful solution of the problem of 
constitution-making in the shape of a concrete Eederal scheme, 
and although it very ably brings into focus the work of previous 
Committees and sub-Committees, it fails to realise as fully the 
economic needs of the country. It may at once be said that the 
economic aspects of the Report are less satisfactory than its 
political aspects and that India’s economic freedom, whether in 
the financial, fiscal, industrial or monetary sphere, is hedged in 
with limitations, which may indeed have been necessitated by 
reckless intimidation on the one side, but which are equally the 
outcome of distrust and niggardliness on the other. We are 
assured by the Joint Committee that the Safeguards they con- 
template have “ nothing in common with those paper declarations 
which have sometimes been inserted in constitutional documents,” 
No. 177. ^VOL. XLV. N 
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but constitute a substantial retention of power. In the circum- 
stances, it is only to be boped that this all-powerful “ Special 
Responsibility ” will be brought into play as sparingly as possible 
and on especial occasions and that such occasions will be few. So 
far as the commercial safeguards and their offshoot, the recent 
Trade Agreement, are concerned, one cannot help fearing that the 
influence of one declining industry is now blocking the way of a real 
commercial partnership between the two countries, which, if it 
were aimed at, should undoubtedly confer benefits on both the 
modern tj.’pe of industry in Britain and on the agriculture and the 
less advanced type of industries in India. The new commercial 
philosophy, which all the world over has converted fiscal policy 
from a matter of principle into a market-day haggle, has now 
unfortunately taken hold of India as well. From a regime of 
discriminating protection, which was long ago of&oially aflSrmed 
to be the ideal system for India in view of her economic potentiali- 
ties, India has been gradually led into a policy of indiscriminate 
preference and of reciprocity in which there is no full freedom to 
contract. 

§ 2. It is, however, in the handling of the twin instruments of 
public finance and monetary policy that a true criterion may be 
obtained of the success or failure of the Joint Committee’s pro- 
posals. To take the problem of Federal finance ^ first, this has 
been one of the most intricate affairs in the Scheme. The more 
important issues involved are : (1) distribution of powers and 

resources between the Federal Government and the Units ; 

(2) extra expenditure caused by the Constitution per se and the 
subventions to be granted to Sind and Orissa, on their being 
constituted as separate Provinces, and to the backward Provinces, 
together with the financial effects of the separation of Burma ; and 

(3) the financial relations between the States and the Federal 
Government and the reconciliation of the treaty rights of the 
States with the economic unity of the Federation. These ques- 
tions will be briefly touched upon here. 

In regard to distribution of powers and resources. Sir W. Layton 
wrote (Simon Report, vol. ii, p. 210) : “ Whereas nearly all the 

functions, which will require large expenditure in the future, fall 
in the Provincial sphere, the revenues assigned to them show a 

^ Tile sul)ject-matter for this is scattered in various dooximents. Of. Sir 
Walter Layton’s Financial Jklemorandti/m in tlie Report of the Simon Commission, 
1930 ; Reports of the Federal Finance {Fercy) Committee and tlxe Indian States 
Fnquiry (Z>avidson) Committee^ 1932—33 ; Reports of the Facts- finding Committees 
of the Government of India, 1930 ; Report of the Sind Financial Rngw/ry Oorrwnittee ; 
and the Roward-Nixon memorandum on Burma, 1931. 
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quite inadequate increase, ■while the Central GrO'vemment, whose 
expenditure should be stationary or falling, has assigned to it the 
only revenues which in recent years have sho'wn expansion.’* 
If thi s is true of the present system, it "will be still more true of the 
Scheme now proposed. Alm ost all the nation-building depart- 
ments have been assigned (and quite rightly too) to the Units, 
while the sources of revenue assigned to them are both unsub- 
stantial as well as inelastic. This is bound to result, as it has done 
in other Federations, in a perpetual scramble for Federal “ doles ” 
and in a strain being put on financial relations themselves. The 
Percy Committee had proposed that the whole of the super-tax 
and the taxes on personal income should be handed over to the 
Provinces, subject to temporary contributions to the Federal 
exchequer. The AVhite Paper recommended that a certain 
percentage of the income tax (not less than 50 per cent., nor more 
than 75 per cent.) should be transferred to the Provinces, subject 
to a temporary arrangement in which part of this percentage 
should be retained by the Federal Government. The Joint 
Committee recognise the unportance of leaving larger and more 
elastic reso'urces with the Provinces (p. 161) ; but they mahe clear 
the inevitable consequences of the present system when they 
remark (p. 164) that ** for some time to come the Centre is unlikely 
to be able to do much more than find the funds necessary for the 
deficit Provinces, and that an early distribution of any substantial 
part of the taxes on income is improbable.” This inability 
apparently proceeds from the fact that nearly 60 per cent, of the 
Central revenues (Rs. 462 m.) is and will be absorbed in military 
expenditure and this must at all events be “ safeguarded.” Sir 
Walter Layton has investigated this question in his Mennorandum 
(pp. 216—18) in the Simon Report. BEe comes to the conclusion 
that viewed from whatever angle and using whatever mode of 
comparison the “ defence ratio ” in the budget appears to be 
unjustifiably high. No effort has been made so far by anyone to 
refute that view ; and yet this huge leviathan of military finance 
continues to dominate the budgetary position of a poor country. 
Expenditure on defence, along with some other fixed charges, 
covering about 80 per cent, of the Federal budget, is to be non- 
votable, and yet the Committee •fi'nds it possible to remark (p. 22) 
that The existence of a large standing charge for Defence cir- 
cumscribes but by no means destroys the financial responsibility 
of ministers.” 

The specific cost of establishment of the Federation is estimated 
at Rs. 16 m. ; the creation of new Provinces such as Sind and 

N 2 
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Orissa will entail subventions of about Rs. 9 na. ; relief to deficit 
and backward Provinces like Assam and the N.W.P. Province will 
accoimt for Rs. 20 m. or more ; the transfer of the export duty on 
jute to the jute-producing Provinces will involve about Rs. 20 m. ; 
and settlements with the States will cause a further burden of 
nearly Rs. 10 m. Xieaving aside the financial effects of the separa- 
tion of Burma, which, according to calculations made by the 
Standing Finance Committee of the Indian Legislative Assembly, 
would mean an annual loss to the Federal Government of Rs. 30 m., 
all these elements would involve a total expenditure of Rs. 70 m. 
to the Federal Government. Although the net cost of federation 
is not prohibitive, still this is too- heavy a burden to saddle the 
Federal Government with. The Federal Minister of Finance will 
be in an unenviable position indeed with a 20 per cent, budget 
on the revenue side under his control and a growing burden of 
“ doles ” on the other. Both the Percy Committee and the Joint 
Committee have found a dews ex machind in a future economic 
recovery in India ; and yet, it may be asked, what steps has the 
Government taken to bring this about in India 1 It is often 
pointed out, with some complacency, that India’s credit stands 
high in the world’s money markets, that India is one of the few 
happy lands where budgets are customarily balanced. But can 
it be said that this represents the true state of affairs in India "? 
There are two ways of balancing budgets, and in a country where 
social services have never occupied any important place in the 
budget, it is always possible to satisfy all the canons of “ sound 
finance ” by drastic retrenchment. The real position becomes 
apparent when we inquire into the state of unemplo 3 nnent and 
indebtedness in India, which have both become problems of 
menacing dimensions entailing untold misery to the masses. The 
real solution of the financial problem may, perhaps, be found, 
therefore, in an expansionist monetary policy and not in any 
tinkering at the budget items.^ 

§ 3. The position of the Indian States as Units of Federation 
will be in many respects unique. These semi-autonomous, 
monarchical bodies, enjoying varying privileges and various degrees 
of internal sovereignty, based upon treaties and sanads, are rapidly 
becoming an anachronism in the midst of a growing movement for 
democratic self-government. At the moment the Princes are 

^ Another possible line weald, be to make the system of taxation as a whole 
less regressive than it is at present and tax the higher strata of incomes more 
progressively. There is reason to believe that with the advent of the corporate 
organisation in India there has appeared a tendency towards greater concentra- 
tion of wealth, although essentially inequality is not yet a rampant evil. 
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sitting on the fence and would not like to commit themselves 
until the picture is complete.” But it is clear that they stand 
to gain all along the line in their bargain with British India. The 
Joint Committee have, in the main, endorsed the proposals of the 
Davidson Committee, which may be briefly recapitulated. The 
States at present enjoy by their treaty rights certain financial 
■immunit ies and benefits ; on the other hand, they make certain 
direct and indirect contributions to the Centre. Now the States 
are not a collective body, but comprise numerous and diverse 
political entities and, moreover, some of them make contributions 
which are greater in value than the privileges they enjoy, while 
others are in the opposite situation. In other words, some are 
“ credit ” States and others are “ debit ” States. The Davidson 
Committee rightly maintain that individual settlement wiU have 
to be made with each State on its entry into the Federation, and 
recommend as a matter of principle, lest the “ debit ” States 
should never enter at all, that the “ debit ” States should not have 
to pay anyt^hing to the Centre, while the “ credit ” States should 
receive annual pa 3 rments equivalent to their “ credits.” This 
ingenious system would, however, involve a net expenditure of 
about B.S. 10 m. per annum to the Federal Grovemment. Thus it 
wfll be seen the States will have it both ways. In spite of this, 
however, there is no suggestion on the part of the States of any 
surrender of privileges. The customs rights which some of them 
enjoy are already creating financial difficulties for the Government 
of India, and will undoubtedly constitute a serious deduction from 
the sovereignty of the Federal Government for which there is no 
parallel in any other Federation. Attempts were made in 1927, 
prior to the reimposition of the Viramgam Line, to buy up certain 
of these rights with liberal compensation, but such proposals were 
regarded by the States concerned as an encroachment on 
sovereign rights.” The Davidson Committee were convinced 
{Report, p. 129) that “ no port-owning State is likely to surrender 
its customs rights even in return for full compensation.” The 
Joint Committee have held out the threat of exclusion from 
Federation for such a recalcitrant State. Although this does not 
solve the basic difflculty it may be the only possible course 

left open. ^ -o t 

§ 4. Ar regards monetary and banking policy , the Reserve Bank 

of India already been constituted and is expected to begin its 
operations from July.^ This was one of the conditions precedent 

1 For a description of the Reserve Bank Scheme see Professor Shirras’s 
aiPticle in tli© Eoo3sroMio JoTiB-iTAJj, Jim© 1934. 
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to Federation, and it must be said to the credit of the Government 
that in the fulfilment of that condition one more engine for the 
economic unification of India has been created which must in the 
end prove a bond of strength to the coxmtry. The constitution of 
the Bank is, on the whole, satisfactory and worlsable. In fact, 
this appears to have little to do with the question of control. The 
main objectionable feature of the scheme is the strait- jacket of a 
predetermined monetary policy within which the Bank will have 
to confine itself. That the sterling standard conferred certain 
benefits upon India when the “ monetary horizon ” was foggy in 
1931 may be conceded, but now conditions have sufficiently 
clarified to warrant a revision of policy, and in any case, even 
granting for argument’s sake that exchange stability is a proper 
monetary ideal for India, the uxmaturally high ratio of Is. 6d., at 
which the exchange has been kept pegged since 1927 and which 
has caused a disastrous price-fall to be superimposed upon the fall 
in Indian prices already caused by the Depression, undoubtedly 
needs reconsideration. That the ratio is unnatural can be easily 
proved by comparison of movements of wholesale prices in India 
with those in other Sterling-area countries since 1927. In the 
circumstances, the imposition of a preconceived policy upon the 
Beserve Bank and the attempt (cf. Joint Committee Beport, p. 229) 
to perpetuate it by rendering amendment of the Act, in this 
respect, difficult — ^both without any precedent in the history of 
Central Banking — are to be deplored. 

§ 5. Brief reference may here be made to two other important 
topics which are covered by the recommendations of the Beport, 
viz. Labour and Railways. Labour reform is to be largely a field 
for concurrent legislation, so that the Federal Government should 
be in a position to co-ordinate, guide and encourage provincial 
efiort, provided that the Federal Government could ratify 
International Conventions without consulting the Units, except in 
regard to Labour subjects falling within the latter’s sphere. How- 
ever, in view of the fact that Labour is not adequately represented 
in the Federal Legislature, while the vested interests of the Princes 
and capitalists will be in an overwhelming majority, progressive 
Labour legislation at the Centre seems difficult if not impossible. 
There is indeed more scope in the Units for this, but owing to 
industrial competition among them, and in so far as social measures 
would cost money, they must be reluctant to go far enough. 
These facts, coupled with the weakness of Trade Unionism and 
the ilhteracy, poverty and indebtedness of the workmen, make the 
future of social legislation less hopeful than its past. As regards 
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the railways, the Joint Committee endorse the SlceicK Proposals 
of the London Committee of 1933, whose main features are, the 
institution of an independent Statutory Authority for operating 
the railways vested in the Crown as well as for controlling some 
of the company-owmed lines, “ upon strict business principles and 
without being subject to political interference ” ; the presentation 
of the railway budget in the Legislature merely for debate and 
not for vote, except to the extent that a contribution fi-om the 
general revenues is required ; the fixation of Tna. -jHma. and minima 
for rates by the Authority, complaints being referred to an Advisory 
Committee appointed by the Federal Govermnent. There is no 
suggestion in the Scheme, however, of a uniform system of manage- 
ment of railways, and although the general control over policy is 
vested in the Federal Government and Legislature, it is doubtful 
how far the actual administration of railways will conform to this. 

B. P. Auaekab 

Hindu University, Benares. 


Oppioxal Papers 

Reports of Investigations into the Industrial Conditions in Certain 
Depressed Areas. Cmd. 4728. (London : H.M. Stationery 
Office, 1934. Pp. 240. 3^. Qd.) 

The Reports of the four special investigators who were 
appointed in April of last year to examine the conditions in the 
four “ special areas ” will inevitably be read in close conjunction 
with the original articles in The Times which did so much to 
inspire their appointment, and with the Industrial Surveys which 
covered much of the same ground three years earlier. The Times 
articles attempted to distinguish between the problem of the 
areas which were sufiering from the effects of depression, but 
which were likely as trade recovered to find a renewed demand 
for their products, and the problem of those areas which had 
become “ derelict,” whose means of livelihood had been exhausted 
or destroyed, so that no recovery of trade could restore their 
prosperity. 

This useful logical distinction has proved in practice impossible 
of statistical application. All the investigators attempted to 
define the derelict regions in their area ; all for a variety of reasons 
abandoned the attempt. Few places are dependent exclusively on a 
single industry, and Mr. Davidson, the investigator of Cumberland, 
has hesitated to pronounce towns as derelict where other industries 
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have provided some small measure of employment. Moreover, 
in a number of cases in Scotland and South Wales derelict villages 
have become dormitories from which workers travel daily to work 
in the newer mines or in other industries. In this case the extent 
of dereliction ^ depends more on the local demand for labour than 
on the physical facts of the exhaustion of minerals. The problem 
is further complicated where the abandonment of the minerals 
is due rather to economic than to physical reasons. The coal or 
other 33aineral remains, and with a sufficient rise of price might 
again be worked. There is a similar difficulty in the case of 
manufactures. One important source of dereliction is the 
movement of iron and steel manufacture from towns based on 
economics of the raw materials which existed in the middle of the 
last century to newer centres better placed to make use of the 
economics of to-day. The movements from the northern end 
of the Welsh valleys to the seacoast, and from the smaller 
Cumbrian centres to Millom and Workington are almost certainly 
of this kin d. But this movement has been in part only a general 
migration of the industry ; it has been in part also a concentration 
of a limited production in the most economical plants of large 
companies dominating a whole area, and it is by no means certain 
that with a substantial recovery of demand output will not again 
be required from the derelict towns. In some cases the plant 
has itself become so derelict that this is most improbable, but in 
many cases substantial uncertainty remains, and none but those 
in the confidence of Boards of Directors can know the extent of 
the probable dereliction. 

In the original reports submitted to the Cabinet, and in 
particular in Sir Wyndham Portal’s report on South Wales, much 
material was included which has no doubt enabled the Government 
to make a more accurate estimate than is possible from the limited 
information that it has been thought proper to publish. This 
uncertainty is, however, removed in some few oases, such as that 
of Jarrovr, where “rationalising” organisations (in this case 
National Shipbuilding Securities Ltd.) have acquired a works for 
the purpose of preventing it being used for its original purpose, 
and have thus rendered the dependent town undeniably derelict. 
The uncertainty has greatly increased the practical difficulties 
of dealing with the problems of the derelict areas. The ordinary 
worker is seldom in a position to judge the prospects of future 
production at Dowlais or Ebbw "Vale. There are never lacking 

v©ry nsesssary noun. I liavo derived from flie Report of Sir Artliur 

Rose. 
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the encouraging remarks of company chairmen to reinforce all 
the normal inclinations of the worker, more particularly if he is 
house-owner, to hang on in the hope of better times coming. 
And in some few cases he has proved unexpectedly right. 

The only satisfactory use, then, of the term derelict ” is to 
imply that even in the event of the maximum probable recovery 
of industry certain given resources will remain redundant for the 
pu3?pose for which they are at present organised. But the moment 
it is recognised that dereliction is more often an economic than a 
physical phenomenon the basis of the present inquiries becomes 
suspect. There is no physical test by which dereliction can be 
recognised, and individual investigators sent out to different areas 
may either exaggerate or under-estimate its extent. Sir Wynd- 
ham Portal, for example, has attempted to estimate the probable 
extent of superfluous labour in the South Wales coalfield by 
assuming that all existing mines were worked to their present 
full capacity. Such a method will, of course, indicate the 
irreducible minimum of superfluity, but if the purpose is to judge 
the probable local share in a national superfluity , it almost certainly 
under-estimates the figure or yields a result which is possible 
only with substantially increased unemployment elsewhere. 

A single Commissioner dealing with all the areas concerned 
as a single problem will have a far easier statistical problem, 
and in some respects an easier practical problem, than that which 
faced the industrial investigators. He will know that to some 
given extent at least either the Tyne shipyards or the Clyde yards 
must be regarded as superfluous. A unified policy can attempt 
to deal with a problem whose total dimensions at least can be 
suffi-ciently accurately estimated, and can do its utmost to avoid 
the inevitable regional conflicts for survival. It is to be hoped, 
therefore, that the appointment of a single Commissioner will 
mean that the problem can be regarded as a whole, and that the 
separation of the Scottish area under a separate Co mm issioner will 
not imply a failure to reconcile the divergent interests of Tyne 
and Clyde. 

These difficulties of defining and of recognising the extent of 
dereliction must not, however, be permitted to obscure its im- 
portance, both locally and nationally. It is su£fi.cient in many 
cases that its existence be admitted, for the methods of treatment 
are largely independent of its scale. The problem of the physical 
exhaustion of natural resources is not, of course, a new one. 
So long as it was simply a physical problem, and the total demand 
was stable or increasing, it was solved as a rule by short-distance 
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migration to newer undertakings, liabour followed the coal 
southwards down the Welsh valleys or eastwards towards the 
Durham coast. Such movement needed little encouragement or 
organisation. In recent years the more distant migration from 
Wales and other parts to the developing Kent coal-field has re- 
quired rather more assistance, but has differed in degree rather 
than in kind from the usual short-distance movements. It is 
the onset of economic dereliction, accompanied by an unusually 
heavy mortality of mines opened during the period of rapid 
expansion of the coal industry in the early and middle part of the 
last century, and finally abandoned owing to falling coal prices, 
that has created a new problem of adjustment. 

Each of the investigators has been concerned to study three 
methods of dealing with the consequent difficulties. They have 
studied the possibilites of industrial revival, of the diminution, 
that is, of the degree of dereliction by better organisation and 
reductions of costs, or by slight adaptations of existing depressed 
industries. As regards the coal industry Captain Euan Wallace 
has emphasised the menace to pits still working of the flooding of 
pits that have been abandoned. Valuable coal has already been 
submerged and lost. He is himself convinced that only by com- 
mon action can these Durham pits be effectively dewatered and 
one area be prevented from causing possible damage to another. 
Common action is, however, impossible without such reorganisa- 
tion on the one hand as will make feasible a common policy, and 
without unification on the other hand of mining royalties so that 
the conflict of interest between royalty owners and lessee can be 
in some measure resolved. Sir Wyndham Portal also urges 
unified drainage of the South Wales mines and presses for further 
Trade Agreements, for the exploitation in South Wales of the 
hydrogenation process, and for the exploration of the possibility of 
gas fuel for road vehicles. But it is recognised that this method of 
dealing with the problem must be supplemented by one or other 
of two further methods, that of transferring men to other and more 
prosperous districts, or that of attracting new industry to the 
depressed areas. 

The method of transfer, so long as trade was reasonably 
prosperous, was already proceeding apace. Prom Durham during 
the five years 1926—1931 some 129,000 persons, about 9 per cent, 
of the population, migrated to other areas in search of employ- 
ment. But such migration is obviously a last resort. No one 
can fail to sympathise vsdth the chairman of a parish council 
who toldL the investigator for Cumberland, “ We are up against 
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transference. We do not want to see our community breaking 
up.” Xhe social problems of transference are reinforced by tbe 
economic problems. Local government services, provided out 
of rates, bave no cushion of profits and no simple process of 
banlsruptcy and reorganisation. The declining local authority, 
saddled with the debts of the past, with a heavv load of un- 
©niployGd and with services proportioned to past population, 
must raise its rates further and frighten away yet more of the 
remainder. New housing, new local government services must 
be provided elsewhere. But the difference in social cost is seldom, 
if ever, fully reflected in differences in wage rates and in costs to 
a prospective employer. Transference may be a necessary evil, 
and may need to be developed further, but the alternative 
possibility of attracting new industries must be first explored to 
the utmost. 

It is here that the reports will probably be regarded as most 
disappointing. The four areas with which the reports are con- 
cerned possess some of the best raw materials and a large proportion 
of the most skilled labour of the country. They are not derelict 
through any wholesale exhaustion of their mineral wealth. Why 
then has Capital failed to make use of the available resources ? 
Captain Huan Wallace has examined this problem in greater 
detail than have the other investigators and it will be of interest 
to consider his conclusions. In the first place, he i® convinced 
that despite the derating of industrial hereditaments, the burden 
of high rates remains a strong deterrent to new industrial influx. 
Local rates in Jarrow were 17s, 9d., the block grant was equal to 
a further ISiS. 2^d., and of the total 48 per cent, was required for 
public assistance. In several of the depressed Welsh towns they 
varied between 21s. and 27s. 6d. Even with these high rates 
the most necessary of local services were inadequately maintained. 
No prospective employer will willingly subject himself and his 
future employees unnecessarily to these exactions. Captain 
Euan Wallace pleads, therefore, for the removal by some mechanism 
of the unequal burden of rates due to expenditure on public 
assistance. “ Apart from the fact that the present situation 
does not appear to be defensible on grounds of equity or logic, 
its effect upon the depressed areas is not constant hut cumulative.” 

The second ground for reluctance to start industrial enter- 
prises in the Durham area he believes to be that of Trade Union 
activity. Both he and Sir Arthur Rose claim that their areas 
have gained a reputation undeserved by the facts of recent years. 
The average of working days lost by disputes in Durham has 
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been substantially less than that of the country as a whole. It 
remains, nevertheless, probable that the political reputations 
of the Clyde, South Wales and I>urham will, even if unreasonably, 
deter the prospective employer. 

Captain Wallace puts forward as a further handicap to the 
possible Durham employer the over-centralisation of ba nking policy 
and decisions. Amalgamations have implied that all decisions of 
importance must be made in London and the distant authorities 
are more concerned than their predecessors with assets and balance 
sheets and less with probable earning capacity. An even more 
important deterrent he finds in the psychological atmosphere 
of a depressed area. Anyone who has seen the rust-holed roofs 
and the grass-grown railway tracks of a derelict works, or the 
former employees gathered in despairing groups at the corners 
of a main street whose shops, save for a few chain stores financed 
from outside, are paintless and half empty, whose cinemas and 
public-houses are bankrupt and closed, would himself feel dis- 
inclined for any but altruistic reasons to start a business in such 
a place. Captain Wallace pleads for the clearing of these aban- 
doned works and derelict buildings, with their heaps of rubbish 
and disused materials, and for their conversion either into public 
open spaces or into sites available for new industrial undertakings. 

The most important factor of all remains. Prospective 
employers ^send to think too much in terms of the accessibility 
of the prosperous markets of the South of England, too little in 
terms of the possible local markets of the North. Industry is 
attracted by prosperity, repelled by depression. It tends, there- 
fore, to move constantly towards the more prosperous Southern 
Counties even in those conditions in which, if the North were pros- 
perous, the industry would be better located there. Having 
appreciated this point both Captain Wallace and Sir Arthur Hose, 
when it comes to practical policy, recommend nothing more than 
“ to remove or minimise the causes which operate to exclude 
certain areas from the industrial developments which are now 
taking place,” ^ for any artificial direction of industry would 
probably prevent development.” ® Certainly their suggestions 
for removing obstacles are valuable, but it is surprising that both 
should be so concerned to maintain a world of pure laissez-faire, 
which in so many other respects they are prepared to abandon, 
and surprising also that neither has observed that the argument 
for protection or assistance, which laissez-faire economists have 
always conceded in the case of infant industries, is as valid when 
1 Captain Wallace, p. 82. 2 Sir Arthur Rose, p. 223. 
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applied to the problem of location within a given national area 
as it is to the problem of location in the international sphere. 

The problem of the dereKct areas really conceals two separate 
problems : the first the general restoration of prosperity through 
British industry as a whole, the second the control of the precise 
industrial and geographical settings in which that recovery is 
to take place. It is sometimes suggested that the derelict areas 
are not a separate problem at all, that they are merely a symptom 
of the larger problem of the restoration of full employment in 
a changing world, and that, given any real recovery of trade, there 
would be mobility enough to secure re-employment of the vast 
majority of those at present unemployed in these areas. There is, 
of course, a measure of truth in this, and the restoration of general 
prosperity is almost certainly a necessary condition of any effective 
solution of the problem of the depressed areas. But with the 
high degree of immobility both between place and place, and as 
regards the older men between industry and industry, the frictions 
to be overcome are very great. A financial and industrial policy 
which, if applied uniformly to the country as a whole, might 
attract workers out of the derelict areas or restore prosperity 
within them, would almost certainly produce exaggerated condi- 
tions of boom in the more prosperous parts of the country, and 
an almost inevitable relapse once the boom had achieved its 
results in attracting labour. This may be the necessary price 
of general industrial reorganisation and adaptation to post-war 
trade conditions. But there is a real danger that exaggerated 
boom conditions will attract workers into places and industries 
quite other than those in which in more normal conditions they 
would be required. 

There is a second, and I think a more fundamental, objection 
to leaving the problem of the derelict areas to solve itself in the 
process of a general trade recovery. There is no reason to believe, 
and good reason to disbelieve, that laissez-faire will redistribute 
unemployed resources in the most economical way. It will 
redistribute them in accordance with the scheme of demand 
which exists at this moment (and as modified by the subsequent 
movements) and not in accordance with the scheme of demand 
which would exist under full employment in the present geo- 
graphical setting. It will redistribute them in accordance with 
the scheme of external economies which exists at the moment 
and not in accordance with the scheme which would exist under 
full employment in the present geographical setting. The relevant 
problem of industrial location inside the British Isles to-day is 
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not where industries ought to be on the assumption that South and 
£last England are prosperous and the North and West severely 
depressed, but rather where our industries ought to be when the 
North and West (granted sufficient internal migration to clear 
hopelessly derelict areas) are once more prosperous. What is 
required then is some form of differential economic policy, offering 
a sufficient stimulus to recovery in the depressed areas and yet 
not an exaggerated stimulus in those areas which are already 
relatively prosperous. 

It is to the interest of no one employer, unless he is on a very 
large scale and unless his markets are mainly abroad, to go to 
the North and restore prosperity there. It must be the task of 
the Government to attract him there in all those cases in which, 
on our criterion, he ought to have gone there. The Government 
may, if it likes, do this by distributing its own orders not purely 
on the basis of the lowest tenders but in accordance with present 
public policy or future strategical policy. It is indeed almost 
pathetic to find each of the investigators claiming especial pre- 
cedence for his area in the distribution of Government orders. 
But Government orders are not sufficiently large in present cir- 
cumstances to make the difference between depression and 
prosperity, though they may well assist. Internal tariffs, even 
if politically possible, would be undesirable. There remain three 
methods whereby a Government could stimulate the location of 
industry in a particular area. There is, first, the method of 
subsidy, either directly or indirectly in the provision of facilities 
for the new industries. There is, second, the method of encouraging 
special wage bargains in depressed areas, so that lower labour 
costs will attract the new industries. The remaining method is 
that of expenditure on useful works, wherever a project can be 
discovered that shows reasonable prospects of a return on the 
capital invested. The failure of the old staple industries has led 
to such secondary unemployment and to such diminution of local 
incomes that those industries which provide commodities other 
than primary necessaries, the minor luxuries of the fully employed 
salaried or skilled worker, cannot flourish in the market conditions 
of the North. If there could be such restoration of these incomes 
that investment could profitably be made in these industries, 
and if they could be built up on a local market to serve not only 
that market but more distant markets as well, then the effects 
<^f public works need not be as ephemeral as they are supposed, 
for example by Sir Wyndham Portal, to be. 

The investigators are nevertheless probably right in thinking 
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th.Bi't tlie efficacy of pulolic works as a sole xaeans of curing local 
unemployment may not be very great. Public works are most 
efficacious wbere tbe system in whicb. they are expected, to produce 
tbeir results is most nearly closed. But tbe economy of Tyneside 
or of a Soutb ^W^ales coal valley is very far from being closed. 
Tbe exceedingly interesting in<juiry into tbe conditions in Bryn- 
mawr, conducted under tbe leadership of tbe Society of Friends, 
would appear to indicate tbat approximately 60 per cent, of 
expenditure in tbat derelict town is on goods imported into the 
town, approximately 40 per cent, on goods or services produced 
in the town. If tbis ratio would apply to increments of income 
as well as to tbe average of tbe whole, and if all additional income 
were spent and none saved or used to repay debts, then £100 of 
direct income from public works would yield only some £67 of 
local secondary incomes. Tbat is, three men put into employment 
directly would employ indirectly only two more. Clearly Soutb 
Wales as a wbole, or tbe Nortb-east Coast as a wbole, is far more 
nearly self-sufficient tban a single small town. Tbe amount of 
secondary employment in tbe wbole area may be substantially 
greater and induce furtber secondary employment in tbe small 
towns themselves. Nevertheless, it remains true, I think, tbat 
when accotmt has been taken of probable savings and debt 
repayments and of increased actual payments of rents tbe local 
secondary employment is likely to be comparatively small. This 
is the more likely where incomes are increased after a period of 
severe depression and local sources of supply for the newly- 
demanded goods are insufficient, so tbat they are brought in firom 
the already prosperous areas. 

If, then, a temporary restoration of local incomes is to produce 
any permanent eSeot it is necessary tbat as much as possible 
of tbe addition to incomes shall be spent at each stage on local 
products. Tbis requires tbat local producers shall be in a position 
to expand production as readily as possible, and that every facility 
shall be given for tbe establishment of new firms. Special facilities 
for loans at exceptional rates of interest to borrowers from these 
areas, tbe greatest possible remission of taxation, a little encourage- 
ment to “ buy from your own best customers,” combined with 
tbe removal of as many as possible of tbe obstacles considered by 
Captain Wallace, might help to secure tbat when incomes exist 
they will be spent in such a way as to give the greatest addition 
to local employment. But in tbe present situation tbe existence 
of facilities to expand production is almost certainly insufficient. 
Until demand for products is created neither a low rate of interest 
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nor special facilities can persuade produceis to invest. The initial 
impetus must come mainly from such activities as the onslaught 
on the housing problem and the improvement of local communica- 
tions which Captain Wallace himself demands. A policy of 
caution here may defeat itself. There is in almost every ease 
a minimum increase of demand necessary to stimulate new pro- 
duction. It is by no means impossible that a smaller total 
amoxmt spent more rapidly shordd produce a greater effect than 
a larger amount dribbled out more slowly. 

There is one further possibility that deserves more considera- 
tion than it has yet received. The problem of the special areas is 
in each case predominantly one of the coal industry. The location 
of the production of coal is not at present entrusted to the ordinary 
working of economic forces. It is planned by the coal-owners 
themselves under the powers granted to them by the Coal Mines 
Act of 1930. In the scheme prepared by the coal-owners under 
that Act it is laid down that, in making allocations as between 
district and district, the Central Council must take into account 
all relevant information, “ not excluding the relative position of 
districts before the war.” But quite evidently the difficulties of 
mobility out of the coal industry are not uniform throughout 
the country. There is much to be said in a period of reviving 
trade for increasing the allocations to districts from which mobility 
is relatively difficult, in so far as that can be done without in- 
flicting damage on particular coal-consuming industries. Such 
a policy would be justified not on the grounds of planning, but 
because it would serve to reproduce the conditions which would 
exist if wages moved freely in accordance with the local demand 
for labour, and output was determined solely by costs and profits. 
In practice the exact opposite has been allowed to happen. The 
proportionate share of Scotland, South Wales, Durham and 
Cumberland in the total allocations during each of the years 
1931—33 has been substantiailly less than their share of the out- 
put either for 1913 alone or for the whole five years immediately 
preceding the war. Axtstin RoBnsrsoN 

Sidney S^cssecc Collegej Cambridge. 

Meport of Monetary Gom/mittee, 1934, New Zealand. Pp. 128. 
Minutes of Evidence, Monetary Committee, 1934, New 
Zealand. Eolio. Pp. 746. (Government Printer, Welling- 
ton, N.Z. 1934.) 

New Ze alan d has followed the example of this country and 
of Canada in appointing what has come to be known as a Mac- 
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millan Committee ” ; though, in this case, unlike the other two, 
there was no Lord :Macmman to preside. The Xew Zealand 
Monetary Committee was appointed after the decision had been 
taken to establish the Heserve Lank of Xew Zealand, but before 
the new Reserve Rank had been actually set up. I gather that 
the Committee came into existence, not so much to consider the 
duties and potentialities of the new Reserve Rank, as in response 
to the activities of Douglas Credit enthusiasts in Xew Zealand. 

As in the case of the other Macmillan Committees, the Report 
serves the very useful purpose of providing for the first time an 
excellent up-to-date description of the actual monetary and 
banking system of the country. Rrobably the expert secretariat, 
Mn. Ashwin, Dr. Sutch, and Mr. Darker of the Xew Zealand 
Treasury are mainly responsible for the good quality of the 
descriptive work which fills a gap in our information. It should 
prove useful in bringing economic education in Xew Zealand into 
closer touch with the economic facts of the country, whatever 
may be the controversial value of the Report in its influence on 
policy. 

Again, as with our own Macmillan Committee, the members 
seem to have broken up into two partly irreconcilable groups — 
the division in Xew Zealand being between those who were 
prepared to endorse, broadly peaking, the existing monetary 
policy of the Government of Xew Zealand, and those with definite 
sympathies for the Douglas Credit proposals or some simOar 
system. And corresponding to Lord Bradbury there was Mr. 
Downie Stewart, formerly Minister of Finance, to write a minute 
of hi s own from the strictly old-fashioned laissez-faire point of 
view. 

The majority of the Committee came to the conclusion that 
there was not a great deal for the Government to do, beyond 
what it was doing already, to remedy the economic crisis in Xew 
Zealand* by monetary methods. At the same time they had a 
number of suggestions to make, several of which have been 
carried into effect since they reported. In particular they 
recommended that Xew Zealand should definitely come on to a 
sterling exchange standard and that the exchange should be 
stabilised at £125 Xew Zealand to £100 sterling. As a corollary 
to this they favoured the sale of the existing stock of gold. They 
recommended an amendment of the Reserve Rank Act to facilitate 
open-market operations by the purchase of long-term securities as 
well as of short-term securities. They recommended the amalgama- 
tion of the Government Lending Departments, the estab lis h m ent of 
XO. 177. VOL. XLV. o 



194 


THE EC0270MIC JOHEifAL 


[mahch 


a National Mortage Corporation, a reduction of the rates of interest 
on deposits and over-drafts, and the setting up of a Development 
Commission to handle the Public Works programmes as a whole 
with a view to a coordination of policy ; all these measures being 
with a view to the encouragement of home investment. These 
proposals have, I think, either been adopted by the Government 
or are under favourable consideration. 

The Committee make out, in my judgment, a strong case for 
the view that there is little or nothing to hope from more drastic 
inflationary proposals. The table printed below, compiled for the 


Year, 

Voliime of 
Production apart 
from Buildings. 

Volume of 
Exports. 

Volrime of 
Imports. 

Volume of Goods 
available for 
Consumption. 

1926 

100 

100 

100 

100 

1927 

108 

108 

96 

' 102 

1928 

117 

112 

100 

111 

1929 

122 

116 

114 

121 

1930 

124 

119 

106 

118 

1931 

117 

120 

69 

92 

1932 

114 

132 

66 

1 83 

1933 

122 

151 

66 1 

1 82 


1 Figure not available, but assumed to be tbe same as for 1932. 


Committee by the Government statistician and the Treasury, 
demonstrates overwhelmingly that the troubles of New Zealand 
have been primarily due to a disastrous worsening in the terms of 
trade. The increase in the volume of exports relatively to the 
volume of imports is doubtless partly due to the substitution of 
the repayment of foreign obligations for the incurring of ad- 
ditional loans ; and it would have been useful if the extent of 
this could have been indicated. Nevertheless, it seems clear that, 
even after allowing for this, the decline in consumable income has 
been mainly due, not, as in some other cotmtries, to a serious 
decline in the volume of production, but to a decline in the 
purchasing power of exports over imports. The volume of 
production in New Zealand is as high as it has ever been, and the 
volume of exports is much greater than any previously recorded 
figures. The in di cations are, therefore, that any attempt further 
to expand the volume of exports could only result in a still further 
worsening of the terms of trade ; whilst for a countiy in which 
foreign trade occupies so large a proportion of the national economy 
as in New Zealand, an attempt to change over on a large scale 
from working for e:^ort to working for home investment or home 
consumption would probably involve too severe a reduction in the 
standard of life. There is, in truth, no remedy for New Zealand 
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except a recover^’ in her terms of trade -with the rest of the ’world, 
to a more normal level. 

Indeed the above figures suggest that Xe'w Zealand may have 
already gone farther than is prudent in the direction of trying to 
restore her earning power by expanding her exports. During 
the exchange collapse on the Continent in the post-war period, 
it "Was found that a point comes when a further decline in the 
exchange actually diminishes the foreign purchasing power of a 
country, the over-stimulation of exports by an extremeh* de- 
preciated exchange causing their aggregate value to fall in terms 
of foreign currency in spite of an expansion in their volume. If 
the New Zealand Committee had accepted the advice given by 
some -witnesses that they should devalue their exchange still 
further, it seems not unlikely that the result would have been to 
women rather than improve their effective earning power. In 
common with Australia, New Zealand has already gone a con- 
siderable distance in the direction of accepting modem policies 
and has taken full advantage of the assistance of her team of 
economists. Professor Tucker, Professor Belshaw, ]Mr. D. O. 
Williams and others. Thus, there was less room than there would 
have been in many other countries for such a Committee as this 
to recommend further drastic changes. 

A considerable part of the Report naturally deals w'ith the 
proposals of the Douglas Credit organisations, since there was 
a -widespread public demand in New Zealand for an authoritative 
examination of such proposals. As it happened. Major Douglas 
was himself in New Zealand when the Committee was set up, so 
that he was invited to give e-vidence in person, as well as the local 
head of the Douglas Credit movement. Colonel Closey, the evidence 
of the Major and the Colonel between them occupying some 85 
folio pages. With the Major himself the Committee had great 
fun, the proceedings becoming at times almost hilarious. It was 
left to Colonel Closey to put forward the orthodox Douglas solu- 
tion, and Major Douglas devoted most of his evidence to a new 
scheme specially designed for New Zealand, by which a proportion 
of the reserves of the banks was to be credited to customers -with 
over-drafts on a pro rata basis of the average over-draft of these 
customers during the last three years, the shareholders in the banks 
being compensated by the State for any injury they might thereby 
suffer, together -with something obscure but analogous in the case 
of the insurance companies. The majority of the Committee 
summed up severely : — “ The Douglas Social Credit proposals 
are perhaps idealistic in intention but certainly detrimental and 
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retrogressi-re, if ever the application of them were admitted. The 
express and implied assumptions cannot bear logical analysis nor 
even, allowing for the falsity of the assumptions, is there any 
attempt made to derive logical conclusions.” Those who are 
interested in observing the Douglas school under examination by 
an official committee will find a locus classictus in the New Zealand 
ilinutes of Evidence, 

J. M. Keynes 
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The National Bureau of Economic Research of New York has 
lately published two further volumes which are available to 
members of the Royal Economic Society on special terms, 
namely : 

1. Industrial Profits in the United States, by Ralph C. Epstein, 
Professor of Economics in the University of Bujffalo. 672 pp. 
Published at $5, but available to members of the Royal Economic 
Society at 15s. 

Br, Epstein has secured fuller data concerning profits than 
any of his predecessors. For 2,046 business houses and for 664 
trading corporations he has an unbroken record of income state- 
ments for each of the years 1919 to 1928. Supplementary state- 
ments for 71 corporations carry the record to the end of 1932. 
With these materials at his disposal, he is able to increase greatly 
our knowledge of what rates of profit business enterprises earn 
upon the capital invested and how these rates fluctuate. Broadly 
speaking, he finds that competition is not an efficient leveller of 
profits among different lines of investment even in eases where 
there are no legal limitations. 

2. Mechanisation in Industry, by Harry Jerome, Professor of 
Economics in the University of Wisconsin. Selected Biblio- 
graphy, 400 pp., 55 tables, 5 charts. $3.50. Available to mem- 
bers of the Royal Economic Society at 10a. Qd. 

Professor P. C. Mills writes in an introductory preface : We 

find here a wealth of detail as to the actual changes which 
mechanisation has involved over a wide area of industrial activity. 
Conveyors, electric hoists, mechanical stokers, concrete mixers, 
steam ditchers, steam-jet weed destroyers, rotary ballast sweepers, 
power tie tampers, portable escalators, trench excavators — ^these 
are the stuff of modem industry. Here is realism about the 
industrial process. But Dr. Jerome sees beyond his details. He 
has emphasised the wide range of consequences which must be 
traced if one is accurately to measure the effects of a mechanical 
change. In doing so he provides an effective corrective alike for 
the visions of doom and for the prophecies of a mechanical 
millennium.” 

Members may also be reminded that another volume in the 
same series, German Pusiness Cycles, by Dr. Carl T. Schmidt, is 
now available to members at a price of Is. 6d. This was men- 
tioned under Current Topics in the JoiJRi<rAii of June 1934, but 
was not included in the general catalogue circulated to members. 

A further volume is also available in the London School of 
Economics series of reprints which was mentioned in the general 
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catalogue but ^uthout a price, namely, Carl Menger (1871), 
Ch-undsatze der VolkswirtscTiaffslehre, 1934; pp. xi -f- 286, price 
Is. 6d. 

Applications for any of the above should be sent to the Assistant 
Secretary, IVIr. S. J. Buttress, 6 Humberstone Road, Cambridge, 
accompanied by a remittance. 


The Joint Co mmi ttee on Materials for Research of the American 
Council of learned Societies and the Social Science Research 
Council of the United States announce that the follovring material 
is now available : 

Hearings on the Codes of Fair Competition held under the National 
Industrial Recovery Act, 68 film volumes, and the Hearings on 
the Marketing Agreements, Codes, Licences, and Frocessing Tax 
Matters of the Agricultural Adjustment Administration, 58 film 
volumes, copies by the J oint Committee on Materials for Research, 
Washington, 1934. 

In response to requests from Iiibraries the Council is prepared 
to make these materials available in film form. 

The A.A.A. materials comprise 136,000 documents, which 
include the stenographic reports of the hearings and copies of 
data submitted in support of testimony prior to and subsequent 
to the hearings in the form of letters, telegrams, petitions, case 
studies, charts, statistical tables, pamphlets, books, etc. The 
N.R.A. materials comprise 150,000 documents, which do not 
include the inaccessible confidential data known officially as A 
and B material, but which contain transcripts of all the testimony 
and exhibits submitted during the hearings. 

Rilm copying was considered the only feasible method of 
reproduction, since the cost per page was reduced from two cents 
charged by the official reporters to approximately one-eighth cent, 
and since the film produced is relatively permanent and non- 
inflammable and requires little storage space. With the assist- 
ance of a Guide to the A.A.A. and an Index to the R'.R.A. film s, 
which will be furnished with the film sets, the materials can be 
handled more easily in film form than in their original form. If 
read by means of a Recordak projector (Model No. 8 or the 
Library Model, taking both 16 and 35 mm. film), the film is just 
as legible as the original. 

In accordance with its plans for a Publishing Service, the 
Joint Committee will furnish film copies at cost on a sliding scale 
basis, whereby the price of each set is determined by the number 
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of subscriptions. Each subscription ■will include a fixed charge 
of 2f c. per foot for the positive film copy plus a charge designed 
to amortise the expenses incuired in making the original msister 
negative, A set of the INr.R.A. -films -will be furnished on payment 
after receipt of invoice of an initial sum of $200 and on agreement 
to pay an additional sum, to be deteirmined by the number of 
subscriptions received by March 1935, which is not to exceed 
$29.70. Eor the A.A.A. films an initial payment of $170, plus 
a charge not exceeding $22.78, -will be required. Inquiries 
should be addressed "to T. E. Schellenberg, Executive Secretary, 
Joint Committee, W'estern Reserve University, Cleveland, Ohio. 



RECENT PERIODICALS AND NEW BOOKS 
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Estimating National Income. Pkof. A. L. Bowxey and others. 
On the Two Different Aspects of the Representative ^Method : the 
Jilethod of Stratified, Sampling and the ^lethod of Purposive Selection. 
J. NEYMAif. 

Economica. 

November, 1934. Capital and the Heritage of Improvement. E. 
CAiTiTAir. Carl M&nger. F. A. vo^r T T ayek. Measures of the 
Growth of British Industry. C. Sistyeek. Notes on the Pure Theory 
of Public Finance. F. C. Beitblam. Recent Land Tenure Changes 
in Mid-Devon. J. J. jSIacGeeg-oe. 

Review of Economic Studies. 

OoTOBEE, 1934. The Glasgow Btiilding Industry. A. K.. Caxr^tceoss. 
Taxation and Production. XJ. K. Webb. Fluctuations in Capital 
and the Demand for Money. S. P. Cbcambees. Economic Theory 
and Socialist Economy. A. P. Eeeitee. 

The Manchester School. 

VoL. V, No. 2, 1934. Remarks on the Relationship between Economics 
and Psychology. E. C. Robbie'S. Spending and Investing. G. W. 
Baetels. 

IntemationaZ Labour Review. 

September, 1934. The Eighteenth Session of the International Labour 
Conference. Aspects of Planned Economy in Italy. M. Marcel- 
liETTT. The Social^ Economic^ and Legal Conditions of Domestic 
Servants : II. Br. E. Magetts. 

October, 1934. The Effects of a Public Works Policy on Business 
Activity and Employment. M. JVIiteitzey. Openings for Settlers 
in Argentina. Br. E. Siewers. The Position of Wireless Operators 
in the Mercantile Marine. Combiaeoer E. MaedilIjO. 

Ncvember, 1934. The Origins of the International Labour Organisation . 
C. W. Jeers. Possibilities of International Action. G. MfiQirET. 
Productive Works in Greece : Land Reclamation and Settlement in 
Macedonia. A. Bombstioeos. J ewish Colonisation in Palestine: I . 
M. Bereesteie. 


The Sociological Review. 

JAETJAR.Y, 1935. Property and the Courts of Justice. E. Jeeks. 
OoTOBER, 1934. The Political Consequences of Economic Planning. 
B. Mitbaey. The Number of Families in England and Wales. 
Grace G. Leyboitree. 
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The Eugenics Review. 

October, 1934. German Eugenic Legislation. A. Lewis. The Decline 
in the Birth-rate. Lb. W. Wagheb-M A yrsEAH . The Graz Sterilisa- 
tion Trial. F. Tietze. International Federation of Eugenic 
Organisations. C. B. S. Hodsoh. 

The Economic Recxyrd. 

Lecembeb, 1934. Investment Policy in a Progressive Economy. 
A. G. B. Fisheb. The Schedule of Interest Rates and Investment. 
L. G. Melvxlee. The Dilemma of Trade Unionism. L. Ross. 
Limited Competition. E. R. Waeeeb. Tariff Level Indices. 
J. G. Cbaweobd. 

The South African Journal of Economics. 

December, 1934. Co-ordination and the Size of Firm. Pboe. W. H. 
Hett. 150 Years of Economic Contact between Blach and White. 
H. M. Robeetsoh. Some Aspects of the Economic Life of the 
South African Bantu. Pboe. G. P. Lestbabe. The Combination 
of the Factors of Production in Agriculture. A. P. vah deb Post. 

Quarterly Journal of Economics. 

November, 1934. Solar and Economic Relationships : a Preliminary 
Report. C. Gabcia-Mata and P. I. Shafeheb. The Effects of 
the Recovery Act upon Labour Organisation. L. A. McCabe. 
Long and Short Term Credit in Early American Banking. B. 
Hammohb. What is Perfect Competition ? Joan Robensoh. 
The Influence of Marginal Buyers on Monopolistic Competition. 
A. J. XlCHOL- 


The American Economic Review. 

December, 1934. “ Fundamental Equations ” .* New Interpretation. 

K. R'UB 2 ?'EB-PETEBSE 2 f. Concept of Property : Labor Cases. 
T. R. WiraiEE. How Germany reduced Unemployment. P. 
Baebwalb. Quantity Theory and Wages Fund. K. P. Pioek. 
Federal Home Loan Bank System. J. P. McDoeoitqh. 

Journal of Political Economy. 

October, 1934. The New Alodel Trade Agreements. E. B. Dietrich. 
Discrimination between Places under Section 3 of the Interstate 
Commerce Act. D. P. Locklin. The External Depreciation of the 
Dollar and its Ejfect upon the Price Level in the Uni^d States. S. D. 
Zagoboee. 

December, 1934. The Status of Unemployment Insurance in Great 
Britain. Helek Hohmab. Crisis and Readjustment in Australia. 
A. G. B. PiSHEB. Unemployment Insurance in Germany. D. 
Creamer. Professor Pigou's “ Theory of Unemployment.^^ P. M. 
SWEBZT. 

Annals of the American Academy of Political and Social Science. 

November, 1934. Social Welfare in Ihe National Recovery Program. 
Setting^ forth the main features of current measures of relief and 
rehabilitation ; followed by a monograph on the Conduct of 
German Poreign Affairs. 

Janitaby, 1935. Radio : The Fifth Estate. 
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Wheat Stvdies (Stanford, California). 

October, 1934. Decline in Wheat Flour Export during the Depression. 
The Export flour trade of the world has undergone a pronounced 
decline during the past five years. The decline of the flour trade 
is greater than that in wheat. In particular the flour trade of 
the XJ.S.A. has suffered disproportionately. The present study 
is concexned with the extent and causes of this decline. The 
unfavourable factors are described and it is insisted that a high 
wheat price in the XJ.S.A. is a direct deterrent to export of American 
flour. 

November, 1934. Frices of Cash Wheat and Futures at Chicago since 
1883. This study makes available a weekly record of Chicago 
wheat prices for more than fifty years. It includes cash prices 
in addition to prices of the four "principal futures. This series 
is unique in that it provides throughout the particular price of the 
spot wheat on which the futures price is based. Existing com- 
pilations of prices of “ contract ” wheat attain this result only 
imperfectly. 

December, 1934. The World Wheat Situation, 1933—4. A. Review 
of the Crop Year. The crop year 1933—4 was one of disappointed 
hopes. Early indications suggested a crop small enough to secure 
substantial reduction of the world surplus. As the season 
progressed estimates grew larger and larger. The appraisals of 
December 1934 were 10 per cent, higher than the forecasts of August 
and September 1933. Gold prices reached a new low level, though 
the effects in several countries were mitigated by depreciation or 
protection. Price fixing, subsidies to exports, and barriers to 
imports were more in evidence than ever before. Year-end stocks 
reached a new high level. The first attempt at international 
control was unsuccessful in its major objectives. “ Wheat adjust- 
ment in the U.S.A., while domestically a gratified success, had 
little or no favourable influence on the international position. 

Revue d^Rconomie Politique. 

Septembbr-Ootober, 1934. Avant-Propos. G. Pirou. Expiriences 
Alemandes. C. von Dietze, H. von Beokebath, E. Sxrtjp. 
Experiences Americaines. L, H. Bean, V. Jordan, J. P. War- 
BTTRQ. Experiences Anglaises. D. C. Robbins, A. Plant. 
Experiences Italiennes. G. Bassani. Experiences Internationales. 
E. Maltrette. Plans d^Rconomie Dirigee. H. NoyelIjE. 

N ov Tmvr-R-WR^ DEn EivrBER , 1934. Rvdlvtion du Credit et Contrdle des 
Banques. M. Ansiattx. Liason entre prix etmownaie. R. Woebt. 

Journal des Rconomistes. 

October, 1934. E‘ Ideal Mondial et les Forces qui le contrarient. E. 
Payen. La Tragedie de Marseille. JSl. . . . Le Commerce 
Exterieur des Principaux Pays pendent le 1^ Semestre 1934. 
R. J. Plerre- La Conference de Londres (Mai 1934). Eernand- 
Jacq. Le Libre-Rchange, fuiUet 1934. B.D.L.L.E. 

November, 1934. Le Budg^ de 1935 et le Nouveau Gouvemernent. 
E. Payen. La Conference du Bloc Or et les Rapports Rconomiques 
Franco-Beiges. C. Ennesoh. La Yougo-Slavie. R. J. PiEimE. 
ECEuvre de la Caisse d’ Amortissement. N. . . . Les Institutions 
de Credit Communal en Pologne. C. de Kownacki. 
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December, 1934. I/Industrie. JPetrdli^e, D. J". Pierre. Lion 
Walras et son Temps {1834-1934). G. H. Boxtsqhet. Mediter^ 
ranie : Espagne—Portv^al. M. Carsow. Le 3 Chemins de Fer en 
Pologne, G. RE ElowisrACB3. La Monnaie italienne et sa Couver- 
ture. E. P. 


Revue de VInstitui de Sociologie. 

October— December, 1934. Les Classes Moyennes et la Orise en 
Belgique. E. SIahaim. X.VP Serrvaine Sociale Universitaire de 
VInstitut de Sociologie Solvay. J. Massart. Bcoruymie et Poli- 
tique d'Jitt.jourd'hui. R. Behreitet. 

Journal de la Sociiti JBongroise de Statistique. 

1934. ISTos. 1—2. About Politics and Documentation. Coeht P. 
Teleki. Contributions aux questions de source et de mithode de la 
statistigue Tiistorique Jiongroise. G. Therrirg. Problimes des 
Indices, fi. Varga. Les Btablissements de Cridit de Hongrie. 
J. SZIGETI. 

1934. Nos. 3-4. Questions de politique dimograpMc. B. Kerez. 
Considerations thioriques pour juger le rrumvement des prix. P. 
Beeler. Le service statistique de VBtat Tiongroise en dehors de 
VOffice Central Royal Hongroise de Statistique. D. XiAbly. 

W eltwirtschaftlicJies Archiv. 

November, 1934. WirTcungen der extremen Formen der Infiation auf 
den WirtscTiaftsorganismus. C. Greri. The author analyses the 
forms and ejffeots of Hyperinflation, -which he dejSnes as an inflation 
of such a degree of intensity that the useful effects are more than 
upset by the detrimental. This may come about by_ an excess in 
the degree of inflation ( TJltrainflation) or by an excess in the pace of 
inflation {Grossinflation). The latter accounts for most of the 
detrimental effects. W dhrungsentwertung und FriseniJber- 

windung in England. O. Emmxstger. An investigation into the 
effects of the devaluation of the sterling and the monetary policy 
of the Bank of England leads to the conclusion that the experi- 
ment of 1931 was not as successful as it might have been had it 
been undertaken earlier and had the Bank of England from the 
outset pursued a bolder monetary policy. Die Verschiebung der 
Wirtschaftskrdfte im Fernen Osten. J. E. Halkema-Kohl. 
Japan, India, the Dutch Indies and China represent different stages 
of industrialisation. The author does not think that political 
world leadership will be transferred to the Eastern Powers in the 
near future. Die Tschechoslowahei in der Weltwirtschaft. E. 
Dittrich. The economic structure of Czeeho-Slovakia is similar 
to that of the former Austro-Htmgarian monarchy. But Czecho- 
slovakia is much less seH-contained. The future of her foreign 
ferade rests with Middle and Western Europe, not with the Balkans. 

Jahttary, 1935. Neue Formen der Weltvoirtsdhaft. G. Maceerroth. 
The liberal-capitalistic organisation of foreign -trade has broken 
down. A new organisation must be built upon regulated home 
markets. Boards for the control of exports are ins uffi cient. In 
future internal production will be stabilised and foreign trade 
deterroined by political circumstances. A Rigid Economy in a 
Dynamic World. E. M. Pattersok. Economic, social and other 
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changes are buffeting us in greater numbers and with increasing 
violence. We shall have increasing need for an adaptable economic 
structure. But the huge amount of specialised fixed capital and 
fixed charges make this structure rigid. Our fiscal structure is 
particularly unadaptable. Efforts at gaining control have failed 
both in the financial and industrial field- The author recommends 
a clear-cut adherence to the gold standard, pay-as-you-go policy in 
government expenditure, a more elastic tax system, orthodox 
private finance holding down the ratio of debentures. Stoat, 
Sozialokonomie und Fhiamwissenschaft. B. Gbiziotti. It is 
argued, that all economic science ought to be political science. 
The primacy of the State is stressed. From this point of view 
several schools of thought in the science of public finance are 
criticised. Der Wirtschaftsaufbau Spaniens und die Froblematik 
seiner Aussenhandelspolitik. R. P. Gbatt. The present economic 
structure of Spain is analysed, its economic policy described and 
discussed, its conditions of equilibrium formulated. 


JaJirbiicher fiir Nationolokonomie und Statistik. 

Novembeb, 1934. Der Begriff homo oeconomicus und sein Dehr-wert. 
O voisr ZwiEBrNECK-StJDEisHOBST. It is the great mistake of the 
classical economists and their successors to conceive of the national 
economy as a society made up of “ leaders of production teams.” 
This led them so far astray as to consider egoism as motive of 
economic action and the maximisation of money gains as its aim, 
while actually the aim is reasonable allocation of one’s own or 
other people’s money to one’s own or other people’s pxurposes. 
Thus conceived the notion of the economic man is useful to science 
and policy. Cassels arithmetische Behandlung des Skonomischen 
Oleicngewichtsproblems. T. Schmed. Cassel’s systems of equations, 
though in some respects defended against his critics, are insufficient 
to determine a general equilibrium even from a pmrely mathematical 
point of view. It is proposed to remedj^ this by taking as given 
the distribution of expenditure between different consumption 
goods as obtained from available statistics. Die ErtUvicklung des 
gemeinnUtzigen Bauwesens in Deutschland seit Januar 1933. O. 
GliASS. 

Beoembeb, 1934. Die soziale V erbundenheit und iJire Crestaltungen. 
E. JuBBLAT. Oeistesgeschichte der deutschen Sparkassen im Aufriss. 
A. SoMMEB. German Saving banks owe their origin to philan- 
thropic ideas at the end of the eighteenth century. About 1850 
they were used by the governments as a means of reconciling the 
workers with the existing order of society. This attitude was 
abandoned in the following liberal epoch. Now there is a new 
tendency on the part of saving banks to adapt themselves to the 
State ideology. Der JHensch in der Siedlung. H. J. Sebaphum. 
Since the National-Socialist revolution the purpose of the €rerman 
settlement policy has completely changed- It has ceased to be a 
part of economic and social pohcy, but is now an act of cultural 
and population policy. CJreation of Ge rma n peasants is the 
ultimate aim. 

Jatto-aby, 1935. Der Qemeinwert. T. Sxjkanyi-TJngbb. The notion 
of social value is developed. Social values in a capitalist and a 
socialist economy are contrasted. A direct measurement of 
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social values is impossible, but indirect conclusions can be drawn 
from the nature of the taxes and the public expenditure and from 
the direction of the State interferences. Z)te N eugestaltung der 
Verhehrspolitik im nationalsozialistischen Deutschland. A. F. 

Three leading principles are being realised by the 
new German transport policy — central regulation, the conception 
of all sorts of transport as one service, and the leader principle in 
administration- Die EntwicMung der deutschen Sozialversicherung 
seit dem JaJire 19S3. H. MOkoh. 

Schmollers Jahrbuch. 

October, 1934. Wirtschaftslogik. E. Schams. The application of 
the notion of the mathematical function as applied to the system 
of dependent relationships, constituting economic reality, is shewn 
to be logically consistent and adequate. The objection that it is 
only a mechanistic analogy is overruled. Statistik und theoretische 
NatioTuxlokoricymie. O. KtJHNE. The development of the science 
of statistics from a notitia rerum politicarum to a numerical method 
auxiliary to all other social sciences is considered as a deterioration 
and a programme for its resuscitation is outlined. Das W&rden 
der Verbindung von Landwirtschaft und Gewerbe in Wllrttemberg. 
G. Stockmanh. Das Werden der betrieblichen Sozialpolitik als 
Wissenschaft in Deutschland, li. H. A. Geck. The author traces 
the hist03ry of social refojm movements inside the community of the 
factory or enteiq)rise and the development of the branch of science 
dealing with them. ILonkurrenzsystem, und berufsstandische Idee. 
E. K. Maek. a review of Adolf Weber’s text-book of economics. 
Macht und bkonomisches Gesetz. H. Peter. In the economic 
theory of a free market State interference has the character of a 
disturbance, and rightly so. The State by abolishing the free 
market cannot suspend the economic laws, but can make them 
meaningless. On the other hand, the theorems of economics ought 
not to have any bearing on economic policy. 

Vierteljahrschrift fur Sozial- und Wirtschaftsgeschickte. 

Part III, 1934. Die Saarivirtschaft um 1800. H. Overbbok. The 
economic activities of the Saar in the past are described under 
application of the methods of modem economic geography. It is 
argued that the Saar owes its industrial development to the German 
princes, not to Napoleon. Die oberdeutschen Kaufleute in Lyon im 
letzten Viertel des 16. Jahrhunderts. K. ver Uses. 

Zeitschrift fur die gesamte Staatstvissenschaft. 

November, 1934. Die deutsche Staatsvnssenschaft. E. R. Hxjbee. 
Gestaltung und Gestaltwandel der Volksvoirtschaft. H. Beete. 
Gesamte Staatswissenschaft und exakte Wirtschaftstheorie. A. 
pREDbHii. Qegenwartsaufgaben der deutsdien Soziologie. H. 
Erbyer. The issue has the character of a manifesto on the task 
and position of the social sciences in the National-Socialist State. 
While Htjber, Bbete, and Freyer are mainly concerned with the 
change which the sciences they represent (constitutional law, 
economics, sociology) will have to imdergo to fit the new state of 
afiairs, Predohl pleads for preserving the tools of economic theory 
in the service of the new idea. 
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Zeitschrift fiir Nationalokorvomie. 

December, 1934. Die KationuTZkonomie des “ 2^ew Deal.’’ W. 
RQpke. Tile author discusses the different theories underljung 
earlier and present policies ; criticises the methods of carrying the 
present policy into effect ; compares American policies with those 
of Grermany. He examines the report of the Columbia University 
Commission and the contributions of several of its members. 
Depresaion und Geldabwertung. M. Boitxiatiajx. The policy 
adopted by Great Britain in 1931 and later followed by many 
countries was founded on an erroneous theory of prices, and 
resTilted in a failure to stimulate industry and an increase of 
industrial troubles. Any temporary improvement of exports was 
at the cost of the ruin of other industries and the loss of the 
country’s capital. Protection was everywhere encouraged and 
world trade diminished, gold prices lowered and depression 
aggravated. Die Determinierbarkeit des Wirtschaftgescheheris. E. 
Scrams. The prediction of economic facts is a problem of the 
theory of cognition, never as yet properly examined from the angle 
of methodolo^’-. The presuppositions of such predictions are set 
by the historical nature of economics and the theories employed 
for prediction. Being essentially non-temporal, static law’s can 
predict nothing. Neither can dynamic laws predict anything, 
since history knows no laws. Herein lies the difference between 
the economic and the natural sciences ; the latter have laws 
which determine all facts both generally and specially, whereas the 
former has only general laws, while all its facts are special, 
individual and temporal. Since the facts to be predicted are 
individual, economic prediction is an impossibility. Beitrag zur 
Theorie des ZahVungsbilaTvzausgleichs. A.utomati8che Kompen- 
sations-vorga/nge nichivalutarischen A.rt. W. Fell^sER. The 
readjustments of the German balance of fragments 1924—30 
did not work in accordance with classical theory. Capital move- 
ments were largely balanced by trade movements, but at a later 
date. The changes in the balance of trade were not caused by a 
relative change of internal and external prices. The author 
propounds a non-monetary theory to explain readjustments in 
these conditions. Die Bevdlkerungslehre in Deutschland in der 
ersten Halfte des XIX Jdhrhunderts. P. Mombert. The author 
discusses over-, xuider-, and optimum populations ; the influence 
of capital ; industrial and agricultural population ; the effects of 
standard of life on the birth-rate ; the distributions of wealth ; 
the relations of population growth to economic problems. Verzo- 
gerte A.ngebotsanpctssu7ig mnd partielles Gleichge-wicht. W. W. 
Leortiee. Continues the discussion of this problem by Ricci, 
Schultz, Tinbergen and Rosenstein-Rodan. 

De Economist. 

July— A iTGTJST, 1934. Het coopercdief landbouuocrediet in Nederland in 
de laatste tien jaren. H. J. M. Jaitzer. A history of the develop- 
ment of agricultural credit during the last thirty years, with 
special reference to the Banks of Eindhoven and Utrecht. The 
relation of such banks to the Nederlandsche Bank is discussed. 
The figures cited reflect the economic and financial position of 
Dutch agriculture during this period. The writer emphasises the 
necessity of strengthening the reserves of the Banks and of allied 
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credit institutions. In spite of the long crisis, the co-operative 
credit institutions have been able to maintain their position, thanks 
to the insight of their leaders and the support indirectly given by 
the Government. Een oTiderzoelc naar den omvang van Tiet. 
afbetalingsstelsel onder keen bepaald aantal inwoners der gemeente 
Deljt. Th. Ebbeiihorst TENBEBOEisr. The vnriter, as 

secretary of the Delft crisis committee, had an opportunity of 
collecting information with regard to the extent of instalment 
bu 3 ing. The results are here published. Of 300 families applying 
for assistance, 113 had bought goods on the instalment system. 
These are analysed according to size of family, occupation, kinds 
of goods bought, size of payments, period of repayment, etc. 
Buying of wireless and pianos occupies a smaller place than is 
usually believed ; the purchase of furniture and clothes occupies 
the first place. The sj'stem is not so widespread as is usually 
supposed, but examples of excessive burdens are quoted. A 
reference is made to projected legislation. De Poolsche Corridor. 1. 
E. A. G. Kjeesing. A discussion of the economic consequences of 
the peace, so far as concerns the Polish Corridor and Danzig. 

Sebtembee, 1934. Theorie en pralstijk. C. A. Vbbbun Stxtabt. 
Professor Verrijn Stuart retired on the 17th September ; this 
article takes the place of a farewell oration- There is an increasing 
discrepancy between economic theory and economic practice. 
Value is the central point of all economic theory. There are two 
lines of criticism : firstly, by those (Spann and Cassel) who hold 
that the theory of value impinges on the field of psychology, with 
which economics should have nothing to do ; secondly, by those 
who criticise the individualistic starting-point of the theory. It 
is argued that the principle of self -responsibility and of free price 
formation provide the strongest possible spur to effort and to the 
increase of the general well-being. “ It merely testifies to 
insufficient reflection on the nature and significance of our indivi- 
dualistic system of production, when the present difficulties are 
regarded as symptoms of the decline of that system. . . . The 
crisis of to-day is a crisis not of capitalism, but of interventionism.” 
As examples of divergence between theory and practice, the 
writer refers to the paradox of restriction, compulsory combinations 
and tariffs. Interventionism is criticised on the general grounds 
that it is in the interests of producers and not of the consumers, in 
violation of the maxim of Adam Smith that “ the interests of the 
producers ought to be attended to only so far as it may be necessary 
for promoting that of the consumers.” Cfrensnut en conjunctuwr. 
I. M. A. Ligtebikk. The utility of the whole of goods may 
acqTiire a sudden increase or diminution for various reasons : (i) 
increase or diminution of population ; (ii) war and preparation for 
war ; (iii) the creation of new products, or new applications of 
existing products, so that hitherto unknown needs, higher in rank, 
are satisfied ; (iv) the creation of new products or cheaper methods 
of production of existing products, so that existing needs are 
satisfied with less sacrifice. The first three factors are briefly 
discussed ; the main part of the article is devoted to a detailed 
discussion of the fourth. De Poolsche Corridor. II. E. A. G. 
KjBEsmG. A continuation of the discussion of the economic 
consequences of the peace in the matter of the Polish Corridor, with 
special reference to East Prussia. 
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G^iornale degli Economisti. 

SEPTEacBEB, 1934. L^Opera scientifica di Vincenzo Parri. IP. IDi 
I’es’izio. Sulla permanenza media dei turisti stranieri in Italia. 
S’ W. OoxLViE. The description of a technical method for deter- 
mining the average length of stay of foreign tourists in Italy. 
I prezzi alV importazione e alV esportazione secondo fonii diverse 
durante la crisi. G. TAGi^iA-CAB^fE. An explanation of the 
divergent results obtained in the ease of different indices of the 
relative movements of Italian export and import prices. 

October, 1934. Scritti in onore di Ulisse Gobbi. (Prima eerie.) 
A series of seventeen short articles by Italian economists, for the 
most part dealing with different aspects of the work of iSrofessor 
U._ Gobbi, and -written in his honour on the occasion of his 
relinquishing his chair of Economics at ^lilan. Am ong others 
attention may be drawn to the folio-wing : la doffrina generate 
delV aesicurazione di Ulisse Gobbi. R. Rachi. A brief summary 
of the important contribution made by Professor Gk>bbi to the 
p-ore theoiy of insurance. Dalla teoria vicardiana del valore alia 
corporazione proprieiaria. R. Restn-i. A sympathetic -view of 
the economic and social possibilities of the (Torporative State by 
an ardent socialist. Oligopolio e azione corporativa. G. Rexearia. 
Some applications of the theory of oligopoly to the problems of 
the corporative economy. Crepusoolo della rendita del consuma- 
tore. C. Pagxi. A critical account of Professor Gobbi’s attack 
on the validity of the doctrine of consumer’s surplus, regarded 
from the standpoint of the theory of general equilibrium. Eel- 
Videntita di alcuni teoremi di economia pura. M. Faxxo. A brief 
note on the p-ure theory of barter. 

November, 1934. Scritti in onore di Ulisse Gobbi. {Seconda eerie.) 
The second series of twelve articles by different authors in honour 
of Professor Gobbi. II problema della tassazione nelVipotesi di 
mercati aperti ed il principio produttivisfa delVimposta. A. 
Gaeino Can-ika. a discussion of a number of problems of the 
incidence and repercussions of different taxes on the assumption 
of an “ open ” economy. 

December, 1934. La bilancia dei pagamenti internazionali e il movi- 
minto dei capitali in regime di valuta deprezzata. V. Mobetti. 
A theoretical discussion of the effects of a depreciated cxurrency 
upon the balance of trade and capital movements. L’ occupazione 
delle donne nelle fabbriche e negli uffici durante gli ultimi cinquan- 
Vanni e la diminuzione delle nascite. G. Tagliacarxe. The -writer 
seeks -bo answer the question whether the fall in the Italian birth- 
rate during the last fifty years is due in an appreciable measure 
-to the increase in the employment of women. The article contains 
some interesting statistical tables of the percentage of women 
employed in various industries, and of changes in the percentages 
between 1881 and 1931. The figures show inter alia that the 
proportion of women in indus-try fell from 45*25 per cent, in 1881 
to 23*58 per cent, in 1931, and the proportion of women in the 
si IT -mai-n groups of occupations (excluding agriculture) from 37*73 
per cent, in 1881 -to 22*0 per cent. The article ends with the 
conclusion that “ the fecundi-by of women employed in factories is 
not much below that of all Italian women.” 

No. 177 . — ^voii. XLV. 
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Index (Stockholm). 

October, 1934. I'he Progress of Science and the Sours of Labour. 
G. Cbowther. 

XovEMBERj 1934. Present Position and Prospects of the Newsprint 
Industry. H. As’stexn'. 

Jahhary, 1935- Exchange Rates and Prices. J. B. CohdIjIfeb- 

Kyoto University Economic Review. 

1934. The Fundamental Idea of Economic Policy. Prof. M. 
TCamb b- On the National Wealth of Japan in the Year 1930. 
Prof. S. Sbceomi. Sorizontal and Yertical Differentiations in the 
Agricultural Production of Japan. Prof. Y. Yaoi. A Critical 
Analysis of Rohm-RawerPs TJieory of Capntal. Prof. Y. Takata. 


NEW BOOKS 

British. 

Abstracts of BissertatioRS approved for the Ph.B., M.Sc., and 
M.IiLtt. Degrees in the University of Cambridge, 1933—1934. Cambridge 
University Press. Pp. 100. 

Armstrong (P. C.) and Robinson (P. E. M.) City and Country. 
Toronto : Macmillan. 7^". Pp. si + 145. 

Raster (A. S, J.). Advertising Reconsidered. EZing. 7J". Pp. 
128. 53. 

Beard (C. A.). The Economic Basis of Politics. Allen and Unwin. 
li". Pp. vi -i- 99. 35. ed. 

Brtdgbs (A.) and Dixey (R. N.). British Sugar Beet. Oxford ; 
Agricultural Economics Research Institute. 8-J". Pp. 92. 25. 6d. 

(paper). 

Brtjtzkxjs (B.). Economic Planning in Soviet Russia. Routledge. 
8f-". Pp. xvii + 234. 105. 6d. 

Coates (W. P.) and Coates (Zelda). The Second Eive-Year Plan 
of Development of the U.S.S.R. Methuen. 7i". Pp. xxvi + 129. 
35. 6d. 

Connor (L. R.). Statistics in Theory and Practice. Pitman. 9". 
Pp. vi + 375. 12s. 6d. 

Copland (D.). Australia in the World Crisis, 1929—1933. Cam- 
bridge University Press. 9". Pp. xii -f- 212. 95. 

Cotta (E.). AgricultTiral Co-operation in Eascist Italy. P. S. 
King- 9". Pp. xvii -f- 148. Is. 6a. 

Darling (M. L.). Wisdom and lYaste in the Punjab Village. 
Oxford University Press. 9". Pp. xv -f- 368. 125. 6d. 

Dittt (S. C.). Confdcting Tendencies in Indian Economic Thought. 
Calcutta : Ray-Chowdhury. 9^". Pp. vii + 225. R. 5. 

Edgeworth (K. E.). The Trade Balance : a Problem in JSTational 
Planning. Allen and Unwin. 7^". Pp. 135. Ss. 6d. 

Einzig (P.). Prance’s Crisis. Macmillan. 84". Pp. xv 4- 139. 
7s. 6d. 2 F -r- 



1935] 


RECE2«T PERIODICALS AXD NEW BOOKR 


211 


5'ayle (C. E. )(Ed.). Harold Wright, a Memoir. Allen and XJnwin. 
8". Pp. 187. 7s. 6d. 

Eindlay (R. M.). Britain Under Protection. Allen and XJnwin. 
7§". Pp. 223. 6s. 

Garlan d (J. M.). Economic Aspects of Australian Band Taxation. 
Melbourne : Melbourne XJniversitv Press (ILiondon : Oxford University 
Press). 9". Pp. x -j- 217. 10s. Gd. 

Gayer (A. B.). Monetary Policy and Economic Stabilisat’ f. 
Black. 9". Pp. xiii -|~ 288. Qd. 

Glenday (R.). The Economic Consequences of Progress. Rout- 
ledge. 9". Pp. XV -J- 302. 12s. 6d. 

Grant (A. T. K.). Society and Enterprise. Routledge. 7i". 
Pp. vii -j- 201. 5s. 

Gregory (T. E.). The Gold Standard and its Euture. (Revised 
Edition.) Methuen. 7^". Pp. x 184. 6s. 

Hall (H. E.). The Exchange Equalisation Account. Macmillan. 
8^". Pp. viii -j- 115. 7s. 6d. 

H ATL (R. L.). Earning and Spending. London ; The Centenarj’- 
Press. 6f". Pp. 124. 2s. 6d. 

Henderson (W. O.). The Lancashire Cotton Eamine, 1801—1865. 
Manchester University Press. 8J". Pp. xii — 128. 8s. 6d. 

Housing England. London : Political and Economic Planning. 
13"’. Pp. 158. 5s. (paper). 

Hughes (E.). Studies in Administration and Einance, 1558—1825. 
Manchester University Press. 8^". Pp. xii -j- 528. 21s. 

Hyde (E. E.). IMt. Gladstone at the Board of Trade. Cobden— 
Sanderson. 8§". Pp. xxviii -|- 256. 10s. 6d. 

Innis (H. a.) and Plumptre (A. E. W.) (Ed.). The Canadian 
Economy and its Problems. Toronto : Canadian Institute of Inter- 
national AJBFairs. 9^". Pp. 356. 10s. 6c?. 

International Chamber of Commerce : Road and Rail in Eorty 
Countries. H. Milford. Pp. xix -f- 455. 18s. 

LiAYton (Sir W.) and Crowther (G.). An Introduction to The 
Study of Prices. (New Edition.) IMacmillan. 7^". Pp. xiv -f- 273. 
8s. 6d. 

Maoeib (A. L.). Theories of the Trade Cycle. Macmillan. 8f". 
Pp. ix + 198. 7s. Qd. 

McGregor (A. G.). The Correct Economy for the Machine Age. 
Pitman. Pp. vii + 256. 7s. 6c?. 

Meulbn (H.). Eree Banking : an Outline of a Policy of Indi- 
vidualism. Macmillan. 9". Pp. xiv + 429. 7s. 6c?. 

MxLHAUD (E.) (Ed.). Endin g the Unemployment and Trade Crisis. 
Williams and Norgate. 10". Pp. 354. 5s. (paper). 

Milne-Bailby (W.). Trade Unions and the State. Allen and 
Unwin. 8f". Pp. 395. 12s. 6c?. 

VON TVrT.gs-Bia (L.). The Theory of Money and CJredit. Cape. 9". 
Pp. 445. 18s. 

Murray (K. A. H.) and Cohen (Ruth). The Pla nning of Britain’s 
Eood Imports- Oxford : Agricultural Economics Research Institute. 
8i". Pp. 105. 3s. 6c?. (paper). 
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OsBOBK (F. J.). Transport, Town Development and Territorial 
Planning of Industry. Gk>Uancz and the N.F.R.B. 8^''. Pp. 35. 
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THE COMMEMORATIOX OF TH03IAS ROBERT 

3EALTHES 

The centenary of the death of T. R. Malthus should, in strict 
chronology, have been celebrated on the 29th December, 1934. 
As this date fell out of term time, his former College and Uni- 
versity postponed its commemoration until the term follovfing. 
On the afternoon of March 2nd. 1935. members and students 
of the Faculty of Economics and Politics in the University of 
Cambridge met in the Hall of King's College to commemorate 
the occasion. Professor Pigou took the chair, and allocutions 
to Malthus's memory •were delivered by Dr. Bonar, ]SIr. C. R. 
Fay and ]Mr. J. M. Keynes, -which are printed below. Later in 
the day the Master and Fellows of Jesus College gave a dinner 
in the College Hall at which a number of economists, statisticians 
and biologists, who had been in-vlted from outside Cambridge, 
were present. The toast of the evening In 'piam ‘memoriam was 
given by the Master, coupled with the name of Malthus’s bio- 
grapher, Dr. Bonar, -who replied. !Mr. Robert Malthus, the last 
representative in this co-untry of the family of Malthus in the 
male line, ■w’^as present. He confirmed the view that the family 
have always pronounced their name JMLaulthus with the h, doubt- 
fully soxmded. 


The Auloctjttons 
I. Dr. Boitar 

My first duty is "bo thank King’s College and the Faculty of 
Economics and o-ur Chairman, Professor Pigou, for their welcome 
to us to-day. By “ us ” I mean the assembly here, who are 
guests like myself, but all more or less interested in economics, 
and therefore in Malthus. 

My second duty is to put a question to myself which is lik ely 
to be put by the Public outside. I shall try to answer it to my 
owm satisfaction, and I hope to yours, as it affects you and me 
No. 178. VOL. XLV. Q 
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xs'hether the Public ever thought of it or not : Why do we com- 
memorate this man Malthus at alii Is he deserving of re- 
membrance 1 

I answer : Yes, indeed, if only for the impulse he gave to the 
serious study of a branch of economics which, before him, was 
hardly a branch at all, but left to be handled in footnote with 
apologies. 

Ever since the appearance of the first essay of the youthful 
Malthus (he was thirty-two) in 1798,^ the subject of Population 
has been treated by economists as worthy of serious study, a 
chapter or “ Book ” to itself and no apologies. Even in that 
first essay on the principle of Population, Malthus had drawn 
together the scattered hints of previous writers into a manageable 
doctrine or rough draft of a doctrine. I do not say it was uni- 
versally well received, but it excited universal attention. It is 
true that there was (besides a general murmur of applause) a 
hurricane of angry criticism. The least fierce of the critics foimd 
(and still find) in its opening formulas, the ratios of the increase 
of population and food, either too much or too little mathematics. 
Malthus himself observed (and filled up in his second edition of five 
years afterwards) an omission, not concerned with mathematics. 

But in that logically imperfect first edition there was logic 
enough or eloquence enough to captivate the British Public, and 
the publisher Johnson wished he had kept up type. 

Some may say the impulse given was greater than any con- 
tribution of Malthus to doctrine. Very well ; let us say that the 
impulse outlived the criticisms. Here is an example. Utopian 
Reformers cried out : “ He has nothing for us but a Universal 

Negative ; he frowns on Utopias ; he frowns on early marriages ; 
when we woixld go on, he pulls us back — saying, like the obsolete 
old decalogue, thou shalt not, thou shalt not. What help can 
such a teacher give to human progress 1 ” 

Search his scriptmes thoroughly, from the imperfection of 
the first essay to the maturity of the later edition. You find 
something better than a Universal Negative ; you find a Particular 
Affir mative ; or let me try to sum up bis heart’s desire for the 
human race in three Particular Affirmatives : — 

1. A lower death-rate for all. 

2. A higher standard of life and livelihood for the Poor. 

3. An end of the wcistei even now going on in this twentieth 

century, the waste of young human lives. 


^ See EooiroMio JoTiitisrAi., 1898, page 200 ; “ Tlie Cent«aa 37 y of Maltinis.” 
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There might even be a summary in one phrase : he desired 
economy in human lives. A man ’who secured that -would be 
among the greatest of economists; and a man who spent his 
life in the effort after it has sxirely ‘‘ acquired merit ” enough to 
deserve even such a Commemoration as to-day's- 

It is true that the First Essay has more shadow resting on 
it than the later essays. Most readers pardoned it in so brilliant 
a writer as the author of the first. Such gloom as there was 
could be endured there, while the prosaic work of the later essays 
needed all the illumination and exhilaration that the subject 
could bear. As to the vulgar charges of cruelty and atheism, 
he defends himself in his later editions quite convincingly. 
Fairer matters of attack were : His exaggerations, slips in reason- 
ing, imperfect statistics; for these he is on his trial still, but no 
more and no less than all his tribe. It is the reasoner*s fate — 
to endme criticism at every step of the way ; and, as all econo- 
mists are reasoners, they must be prepared to give rebuffs and 
to take reb-offs as Malthus gave them, and had occasionally 
(being a mortal man) to take them. Let other v-riters be happy 
if in the end they have so small a balance against them as Malthus 
on his first and chief subject of Population. 

There may be a call from the crowd (by no means from 
the present assembly of chosen spirits) for his tangible achieve- 
ments which he who runs may read and cannot easily run 
away from. Here are a few. The impression made by the 
First Essay whipped up the English census of 1801, and made 
later censuses certain. Not -that Malthus was the originator 
of the first census ; there were many good men pressing for it. 
But it was of his doing -that it could never be held back again 
as it was fifty years before. Also, he helped Governments to 
avoid bad mistakes in their Poor Laws — ^not that he never made 
mistakes in his own proposals now and then on that field of hard 
labour. 

Again, just before his death in 1834, he joined -with Quetelet 
and Babbage in creating the Statistical Society. Last year in 
the Annals of the Society he was duly recognised as a “ Pious 
Founder ” of it. 

Darwin got hints from him in working out the -theory of the 
Survival of the Fittest. 

Like Darwin, he has added a new word to the English language, 
an adjective from his own name. 

Paradoxically, Malthus, who was all his life never more rabid 

in politics than a mild Whig, became a hero of the Philosophical 

Q 2 
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Raxiicals. John Stuart Mill, once one of them, tells us that 
Malthus was recognised by them for what he had really done ; 
he had not closed the door to progress, he had for the first time 
opened it. And his contributions to theory outside the Essay 
are of high importance if not at the same supreme altitude. 
He gave rise to the classical theories of Rent and Value, having 
a fair claim to a large share in the making of both. His support 
of his arguments by facts, more especially in the Essays, was 
sufficiently novel to make our dear friend Alfred Marshall (so 
well known in Cambridge and so powerful an economist) almost 
persuaded to set him down a leader of Historical Economists. 
Hia discussions with his friend Ricardo were carried on in long 
letters still available to us. If allowed to be nothing more, 
they must be always a good preliminary training ground for 
economic students. But there was something more. Many of 
us feel the gentler pressure of his hand in the argument ; and a 
few of our best men (I have two in my mind) tell us that he would 
have been a better leader for us than Ricardo. Well, the world 
is all before us. It is not true of theories as of hard facts that 
what is done cannot be rmdone ! 

Eet our friends convert us. 

Here is another feather in the cap of Thomas Robert Malthus. 
So far as I can find out, he was the first in our own country to 
wear the title Professor of Political Economy. 

A friend of mine, more at home in his Shakespeare than in 
his Economics, wrote of him thus impudently : 

This Malthus of our Dismal Science was the first Pro- 
fessor , — ay he was the first.” He was so appointed, in fact, 
at Haileybury when the East India Company’s College for cadets 
was opened there in 1806. It was not an inspiring place for 
any professor who coidd hope now and then to have inspiration 
from his pupils. But it allowed him leisure to write books and 
pamphlets and letters to like-minded friends, and leisure enough 
to pursue his owm thoughts. He was not a laughing philosopher 
like his friend Sydney Smith ; but dismal he was not any more 
than his subject. To be dismal is to be afflicted with an extreme 
form of pessimism, more familiar to Carlyle than to Malthus. 
If he showed signs of the complaint in 1798 at thirty- two years 
of age, he recovered from the mild attack. He was personally 
a normal Englishman more given to merriment than sadness. 
So his friend Daniel Clarke tells us ; — ^and we all know that about 
that time of life, thirty-two, a man is just beginning to overcome 
a certain “ oscillation ” between melancholy and merriment. 
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such as led IVIilton to his immortal contrast of them. Malthus was 
passing out of that stage of om: diversified human life and becom- 
ing able to see the possibility of a good time coming for his own 
country and even for Europe and the world after all. He observes 
both in 1803 (p. 31), and in his farewell edition of the Essay in 
1826 (p. 404 of Vol. II) that England stands next to Norway 
and Switzerland for a good record of infant mortality. We have 
not had a worse but a better experience since his time. Like 
Macaulay, we have heard of nothing but decay and seen nothing 
but progress. Nowhere more evidently than in Public Health. 

Certainly at Cambridge Political Economists have been as 
little dismal as was Malthus. How far from dismal were Marshall 
and Sidgwick, to say nothing of your still living economists, 
young and old, and, “as I in this place am specially bound to 
add,” your brother economists at Oxford past and present; 
and in the regions beyond, including not only Scotland and Ireland, 
but America ; and not only America, but all countries where 
our study is practised. All have diversities of gifts but, we hope 
and believe, the same spirit. And it is the spirit that animated 
our “ First Professor.” 

I should like to think that, when we praise him now, he wakes 
up and listens. Whether he hears or not, we do right to give 
him his meed of praise. He had a single-hearted desire to know 
the truth, with unshaken courage to declare it, were it pleasant 
or unpleasant. It is often the unpleasant that appears first. The 
Prophet, hims elf, unpleasant at first to his hearers, — denouncing, 
for example, our sins against economy in human lives, — 
comes to his own pleasanter self again when his work is fully 
done. He is then shown to us as the Benefactor, worthy to be 
applauded, as Cambridge is now applauding her trusty and well- 
beloved son, in a Commemoration to be repeated, I hope, by 
Cambridge and all of you in 1966, the second centenary of the 
birth of Thomas Robert Malthus. May you all live to join in 
it ! 


II. Mb. Fay 

It is of Malthus the social economist that I speak. As Adam 
Smith was of excellence the economist of policy and Ricardo the 
path-breaker in monetary thought, so the distinctive contribution 
of Malthus lay in the field of social economy. He launched the 
interest and in part the method which travelled through Nassau 
Senior and Stuart Mill to the social investigations of a later day, 
where the statistician not less than the theorist is in the line of 
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descent from him. And statisticians can never forget that 
Malthns* Essay of 1798 was among the influences which pro- 
voked the taking of the first census of the people three years 
later in 1801. By his ratios of increase, arithmetical for Nature 
and geometrical for Man (for, as our University Calendar reminds 
us, he was 9th Wrangler of 1788, four places below Gunning of 
Christ’s), he framed a startling disharmony between population 
with its capacity for oumidative increase and natural resources 
which are limited and eschaustible. Although the middle linV 
of his doctrine has been broken by the triumphs of technology 
in transport and agriculture in conjunction with the practice 
of birth control, yet it remaius formidable at either end — in the 
New World, where resources have been recklessly exploited, 
and in the old world of Asia, where population teems upon areas 
so recently reclaimed from flood or desert by the capital and 
engineering skill of Europe. Malthus, checked by Malthusianisrn at 
home, still points a reproachful finger at the plundered land surface 
of North America and the premature marriage beds of the East. 

Now a man may influence his generation by way either of 
attraction or repulsion; and attraction may show itself in the 
translation of his teaching to other spheres of knowledge, as 
well as in the incorporation of it into the policy, practice and 
literature of the sphere for which it was designed. In every 
one of these ways the influence of Malthus was potent. 

The benign author of the Essay on Population, presuming 
to dispense misery and vice with the certainty of a Benthamite 
in holy orders, roused to angry protest the rebels of his day. 
Said William Thompson, the dean of Early English Socialism, 
“ Insult not the suffering, the great majority of mankind, with 
the glaring falsehood, that by means of limiting population or 
not eating potatoes their own happiness is in their own hands, 
whilst the causes are left which render it morally and physically 
impossible for them to live without potatoes and improvident 
breeding.”^ And William Cobbett, composing as he rode on 
horseback through the fertile valleys of his beloved England, 
reared at the spectre of the Monster Malthus. “ How can Malthus 
and his nasty and silly disciples, how can those who want to 
abolish the Boor B;ates, to prevent the poor from marrying ; 
how can this at once stupid and conceited tribe look the labouring 
man in the face, while they call on him to take up arms, to risk 
his life in defence of the land ? ” 2 And again, “ It seemed to 

^ W. Thompson, Distribution of Wealthy p, 428. 

® Poor JSdarb^a Friend^ No. 2. 
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me that one way of exposing this mixture of madness and of 
blasphemy was to take a look, now that the harvest is in, at the 
produce, the mouths, the condition, and the changes that have 
taken place, in a spot like this, which God has favoured with every 
good that he has had to bestow upon man.” ^ He was riding 
that day by the Wiltshire Avon. 

But it was otherwise with the scientists whose concern was 
with Nature more than with Man. The doctrine of Malthus 
was germinal to the researches of Darwin and Alfred Bussel 
Wallace in the theory of evolution by natural selection ; and 
the testimony of both is unqualified. “ In October 1838 (says 
Darwin), that is fifteen months after I had began my systematic 
enquiry, I happened to read for amusement Malthus’ JPopulation, 
and being well prepared to appreciate the struggle for existence 
which everywhere goes on from long-continued observation of 
animals and plants, it at once struck me that under these cir- 
cumstances favourable variations would tend to be preserved 
and unfavourable ones to be destroyed. The result of this would 
be the formation of a new species. Here then I had at last got 
hold of a theory by which to work.” ® And Wallace acknowledged 
a like indebtedness in language Just as precise. 

Inasmuch, however, as civilised man had left far behind the 
kind of animals which Darwin chiefly studied, the application of 
Malthusian teaching to the sphere for which its author designed it 
was necessarily more oblique. Parliament, indeed, did its best to 
keep the poor to the strait and natural way, when in 1834, the 
year of his death, it inscribed on the statute book a new poor 
law, the first-fruits of Benthamism, as it has been termed — a 
wreath from England to Malthus as I would rather say. That 
law with its workhouse test and rule of less eligibility lies outside 
our province, but the uproar caused only a few days ago by the 
effort of Government to curtail at points the present scale of 
unemployment relief measures dramatically the change in social 
outlook between 1834 and 1935. 

An apologist for Malthus might indulge the hope that Parlia- 
ment wronged him in the Act of 1834. But if it did, it was only 
because it went less far than he in principle desired, to Judge by 
the evidence which he gave before the House of Commons 
Emigration Committee of 1827. Eor after 1815, as large numbers 
were dismissed from the fighting services, and as Canada, Australia 
and South Africa dawned on the horizon of settlement, emigration 

^ Rural Rides^ ed. Pitt Cobbett, II, 67- 

® lAfe and Z/etters of C, Darwin,, i. S3- 
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to those quarters of the Empire became the panacea for English 
ills, of which the chief were the payment of agricultural laboTxr 
from the poor rates, the influx of Irish immigrants and the distress 
of the hand-loom weavers. The issue, as envisaged by the Com- 
mittee, was this. If the English or Scottish poor are emigrated, 
will the vacuum thus created be filled from Ireland with no better 
result than to supplant the wheat-fed poprdation of Great Britain 
by the potato-fed population of Ireland ? It was a problem for 
political economy, and the advice of Malthus was sought. He 
replied, “ I think it is possible that the vacuum might not be 
filled up because those hovels (he is referring at this point to 
Ireland) “ . . . might be pulled down and not replaced.” 

But stopping the holes of habitation, though it might serve 
for badgers and rabbits, was hardly proper for hmnan beings, 
even to the mentality of 1827. So they pressed him for another 
way, and he answered, “ No other occurs to me except the one 
I myself proposed a long while ago, that those who were bom 
after a certain time should not be allowed to have any parish 
assistance.” These were the imbidden guests for whom, in the 
language of the Essay (edition 2), there was no vacant comer at 
Nature’s mighty feast — these the unhappy persons who (to em- 
ploy his earlier metaphor) had drawn a blank in the great lottery 
of life. But they pressed him further, this venerable witness 
now over sixty years of age (for they could hardly help remember- 
ing that by the laws of England men must not starve to death), 
and this time they put to him a leading question : “If cheap 
tracts were written and given to the poor and in some instances 
taught in the schools, explaining the doctrines you have just 
laid down with respect to the conditions of the poor, do you 
imagine they would be able to understand them and that they 
would apply what they learned to their own case ? ” 

Answer. “ I think they are not very difficult to be under- 
stood, but they are perhaps rather difficult to apply. I believe 
some tracts of that kind have been occasionally distributed.” 

Question. “ Have you any Imowledge of the eflects 
produced ? ” 

Answer. “ I have understood that many of the labouring 
classes, particularly the artisans, acknowledge the doctrines 
which have been laid down on the subject of population.” 

At that the Professor of Haileybury College left it ; and 
perhaps it was as well, for his teaching had sunk into the minds 
of certain artisans of whom the chief was Erancis Place, the 
tailor of Westminster. And the result was action, furtive at 
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first, that woxild have horrified its innocent begetter. It had 
been hinted at in 1818 by James Mill, the father of nine — ^an 
inconsistency for which the eldest felt constrained to apologise — 
and it w^as expounded later with the courage bom of suffering 
by I^ancis Place, the father of fifteen. It occupied a comer in 
the design of the community builders. Through Pobert Dale 
Owen it reached America and returned a generation later to 
shock Victoria’s Dngland in the stirring fight for freedom staged 
by Charles Bradlaugh and Annie Besant. In 1877 the ISTeo- 
Malthusian League was founded. But I am stealing from an 
American scholar who more than any of us should be here to-day ; 
and I commend to you the writings of Mr. ISTorman E. Himes ; 
in particular his weighty introduction to Place’s Illusfraticm and 
Proofs of the Principle of Population (1822). 

Malthus, however, had a friend and admirer who could be 
tmsted to interpret him without imputing the taint of Condorcet, 
and this was Harriet Martineau, whose first three years of literary 
fame were the last three years of her master’s life. Between 
1831 and 1834 she wrote her Tales Illustrating Political Economy 
and Taxation, and in the last of these advertised the heart of the 
matter in roimd conclusions. ** The condition of labourers may 
be best improved — 1. By inventions . . . and making savings 
instead of supporting strikes. 2. By Adjusting the Proportion 
OF PopuiiATiON TO CapitaIj.” The master and disciple were 
alike in that, as they became famous, they were greatly abused. 
When she came to the number on Population, she knew there 
was trouble ahead. “ While writing Weal and Woe in Oarve- 
lock” she tells us in her Autobiography, the perspiration many 
a time streamed down my face, though I knew there was not a 
line in it which might not be read aloud in any family.” ^ But 
she took comfort for the “ tomahawking ” which Messrs. Croker 
and Lockhart administered in the Quarterly Pevievj, from the 
example of Mr. Malthus. “ I wonder whether it ever kept you 
awake a minute ? ” she asked him. “ Never after the first 
fortnight,” was his reply.^ So beautifully in one nmnber did she 
portray the blessedness of domestic life that Malthus called round 
to thank her for it. Noble are those who marry when they love, 
and still nobler are those “ who let it go by for conscience’ sake, 
and do not ask for it again ” — ^had been the moral of the tale. 

How much one would give to have been present at that scene ! 
— ^he the married clergyman virtuous and benevolent, she the 
maiden lady whose mind, though secular, was as nicely pure, 
^ Harriet Maxthiesbu.^ s A.utobzograph 2 /, I. 200. ® Ibid,, 211. 
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tlie speaker -with his hollow palate, the listener with her ear 
trumpet straining to lose no word, and the two in such spiritual 
affinity that she did not even need her trumpet to catch his mild 
and resonant vowels. To Miss Martineau’s keeping we therefore 
commit this famous ex-Fellow of Jesus. 

I I I - Mb. TCtc vts-tbs 

In hia preface to The Revolt of Islam, Shelley ■wrote : — 

“ Metaphysics, and enquiries into moral and political 
science, have become little else than vain attempts to revive 
exploded superstitions, or sophisms like those of Mr. Malthus, 
calculated to lull the oppressors of mankind into a security 
of everlasting triumph.” 

Thus spoke -the son-in-law of Godwin, against whose better 
hopes for mankind the Essay on Population had been directed. 
Nor did the other poet, Malthus’ s fellow-student at Jesus, 
Coleridge, take a more favourable view : — ** Are we now to have 
a quarto to teach us that great misery and great vice arise from 
poverty, and that there must be poverty in its worst shape 
wherever -there are more mouths than loaves and more Heads 
than Brains ? ” “ The remaining marginal notes,” Dr. Bonar 

writes, “ are chiefly of an interjectional character ” (such as 
* Ass ! ’), many of them not very refined.” 

Thus to the poet of spiritual revolution and to the poet of 
spiritual conservatism alike Malthus appeared as a symbol of 
the sophisms of the economists — ^the ingenious and hateful 
tautologists who, out of the bowels of their humanitarian ism, 
can prove, by means of truisms, that all attempts to mitigate 
poverty and misery are destined to increase it; that impulsive 
charity is a lesser social virtue than enlightened self-interest ; 
and that all -will be for the best possible in a miserable world 
if the business men are left with the least interference to get 
on with their beneficent pursuit of the survival of the fittest — 
meaning those financially most gifted. 

This is how two diverse poets, having the highest powers of 
intellectual insight, interpreted what they were being told. 
Neither is such a charge, directed against the economists of the 
nineteenth century, wholly false. Nor have we to-day wholly 
escaped from it. The work begun by Malthus and completed 
by Ricardo did, in fact, provide an i mm ensely powerful intellectual 
foimdation to justify the status quo, to ward ofE experiments, 
to damp enthusiasm, and to keep us all in order; and it was a 
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jiist recompense that they should have thrown up Karl Marx as 
their misbegotten progeny. 

It is not entirely unfair that the memory of Malthus should 
be thus associated. As the first edition of the Essay was directed 
against Godwin’s Political Justice^ so in the second appears the 
often -quoted passage against Paine’s Rights of Man : 

” A man who is born into a world already possessed, 
if he cannot get subsistence from his parents on whom he 
has a just demand, and if the society do not want his labour, 
has no claim of right to the smallest portion of food, and, 
in fact, has no business to be where he is. At Natiue’s 
mighty feast there is no vacant comer for him. She tells 
him to be gone. . . .” 

And when Samuel Whitbread proposed “ to empower parishes 
to build cottages,” Malthus wrote a pamphlet to xu*ge that “ the 
difficulty of procuring habitations ” must on no account be 
alleviated. 

Yet this association of the name of Malthus overlooks the 
fact that his life and work as an economist falls into two divided 
parts, each arising out of the events and influences surrounding 
him ; and that the second part was an unavailing effort to upset 
the theory which Kicardo and his school were riveting on our 
necks. In the passage from which I have quoted Shelley con- 
tinues : 

“ Our works of fiction and poetry have been overshadowed 
by the same infectious gloom. But mankind appear to 
me to be emerging from their trance. I am aware, methinks, 
of a slow, gradual, silent change.” 

And in a footnote he generously remarks certain changes in 
the later editions of the Essay on Population, “ as a symptom of 
the revival of public hope.” Bet me read to you the passage 
near the conclusion of the second edition of the Essay on, Popu- 
lation which Shelley doubtless had in mind ; 

“ On the whole, therefore, though our future prospects 
respecting the mitigation of the evils arising from the 
principle of population may not be so bright as we could 
wish, yet they are far from being entirely disheartening, 
and by no means preclude that gradual and progressive 
improvement in human society which, before the late wild 
speculations on the subject, was the object of rational 
expectation. To the laws of property and marriage, and 
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to the apparently narrow principle of self-love, which 
prompts each individual to exert himself in bettering his 
condition, we are indebted for all the noblest exertions of 
human genius, for everything that distinguishes the civilised 
from the savage state. A strict inquiry into the principle 
of population leads us strongly to the conclusion, that we 
shall never be able to throw down the ladder by which we 
have risen to this eminence; but it by no means proves 
that we may not rise higher by the same means. The 
structure of society, in its great features, will probably 
always remain unchanged- We have every reason to believe 
that it will always consist of a class of proprietors, and a 
class of labourers ; but the condition of each, and the pro- 
portion which they bear to each other, may be so altered 
as greatly to improve the harmony and beauty of the whole. 
It would, indeed, be a melancholy reflection, that, while 
the views of physical science are daily enlarging, so as 
scarcely to be boimded by the most distant horizon, the 
science of moral and political philosophy should be con- 
fined within such narrow limits, or at best be so feeble in 
its influence, as to be unable to counteract the increasing 
obstacles to human happiness arising from the progress of 
popiilation. But however formidable these obstacles may 
have appeared in some parts of this work, it is hoped that 
the general result of the inquiry is such, as not to make us 
give up the cause of the improvement of human society in 
despair. The partial good which seems to be attainable 
is worthy of all our exertions ; is sufficient to direct our 
eflorts and animate our prospects. And although we 
cannot expect that the virtue and happiness of mankind 
will keep pace with the brilliant career of physical discovery, 
yet, if we are not wanting to ourselves, we may confidently 
indulge the hope that, to no unimportant extent, they wdll 
be influenced by its progress, and will partake in its success.” 

In the closing years of the eighteenth century the misery 
of the labouring class presented itself to Malthus as chiefly con- 
sisting in their low standard of life. In the years after Waterloo 
and the end of the war it presented itself to him as chiefly a 
problem of unemployment. To these two problems his work 
as an economist was successively directed. As the solution of 
the first, he had offered his principle of population. Nothing, 
he urged, could raise the low reward of this factor of production 
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except the ciirtailment of its supply. But whereas in the first 
edition the stress is on the diffiouUy of curtailing its supply, in 
the later editions the stress is on the importance of curtailing its 
supply. In the second half of his life he was preoccupied with 
the post-war unemployment which then first disclosed itself on 
a formidable scale, and he found the explanation in what he called 
the insufficiency of effective demand ; to cure which he called 
for a spirit of free expenditure, public works and a policy of 
expansionism. This time it was Malthus himself who was over- 
whelmed by the “ sophisms of the economists.” A hundred 
years were to pass before there would be anyone to read with 
even a shadow of sympathy and understanding his powerful 
and unanswerable attacks on the great Ricardo. So Malthus’s 
name has been immortalised by his Principle of Population, and 
the brilliant intuitions of his more far-reaching Principle of 
Effective Demand have been forgotten. 

Bet us, however, think of Malthus to-day as the first of the 
Cambridge economists — as, above all, a great pioneer of the 
application of a frame of formal thinking to the complex con- 
fusion of the world of daily events. Malthus approached the 
central problems of economic theory by the best of all routes. 
He began to be interested as a philosopher and moral scientist, 
one who had been brought up in the Cambridge of Paley, apply- 
ing the a priori method of the political philosopher. He then 
immersed himself for several years in the facts of economic 
history and of the contemporary world, applying the methods 
of historical induction and filling his mind with a mass of the 
material of experience. And then finally he returned to a priori 
thought, but this time to the pure theory of the economist proper, 
and sought, being one of the very first to seek, to impose the 
methods of formal thought on the material presented by events, 
so as to penetrate these events with understanding by a mixture 
of intuitive selection and formal principle and thus to interpret 
the problem and propose the remedy. In short, from being a 
caterpillar of a moral scientist and a chrysalis of an historian, 
he could at last spread the wings of his thought and survey the 
world as an economist ! 

So, let me in conclusion read to you the passage in which 
Malthus Slimmed up what should be for an economist the relation 
of experience to theory : 

“ We are continually hearing declamations against 
theory and theorists, by men who pride themselves upon 
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tlie distinction, of being practical. It mnst be acknowledLged. 
tbat bad. theories are very bad. things, and. the authors of 
them useless, and. sometimes pernicious members of society. 
But these advocates of practice do not seem to be aware 
that they themselves very often come under this description, 
and that a great part of them may be classed among the 
most mischievous theorists of their time. "When a man 
feithfully relates any facts which have come within the 
scope of his own observation, however confined it may have 
been, he imdoubtedly adds to the sum of general knowledge, 
and confers a benefit on society. But when, from this 
confined e3:5)erience, from the management of his own 
little fairm, or the details of the workhouse in his neighbour- 
hood, he draws a general inference, as is very frequently 
the case, he then at once erects himself into a theorist, and 
is more dangerous ; because earperience being the only just 
foimdation for theory, people are often caught merely by 
the sound of the word, and do not stop to make the dis- 
tinction between that partial experience which, on such 
subjects, is no foimdation whatever for a just theory, and 
that general experience on which alone a just theory can 
be founded.” 

I claim for Malthus a profound economic intuition and an 
unusual combination of keeping an open mind to the shifting 
picture of ex;perienee and of constantly applying to its inter- 
pretation the principles of formal thought. I believe that a 
century hence, here in his Alma Mater, we shall commemorate 
him with undiminished regard. 



ISTET INCOIME A3SIT> CAPITAL LEPLETIOISr 


§ 1. I3ir the study of a stationary state a central position is 
occupied by the concept of net (real) income — ^the regular annual 
output of goods and services that results from the joint work of 
fixed stocks of labour, land and capital. This concept is q^uite 
clear-cut. Net income consists of the whole of the annual output 
minus what is needed to maintain the stock of capital intact ; 
and this stock is kept intact provided that its physical state is 
held constant. In a non-stationary state things are not so 
simple. Net income is still in some sense the balance of gross 
output over what is needed to keep capital intact. But the 
notion of keeping capital intact is no longer clear-cut ; and this 
fact prevents the notion of net income itself from being clear-cut. 

§ 2. It will be convenient to start with a wide concept, which 
I shall call capital depletion. This is intended to cover all forms 
of capital decrease, both depreciation to be set against gross 
output before current net income is calculated, and capital losses 
not relevant to current net income. The question what part 
of capital depletion should be reckoned xmder the former and 
what under the latter of these two heads will be examined pre- 
sently in §§ 10—12. The prior problem is to determine the precise 
significance of capital depletion as a whole. 

§ 3. At first sight there seems to be a fundamental discord 
between economic principle and business practice. Eor economics 
the stock of capital existing at any time is a collection of objects, 
the extent of which is a purely physical fact. The size of the 
stock affects its value (in terms of anything we please), in the 
sense that stocks of different sizes in given environing conditions 
will have different values both per unit and, in general, in the 
aggregate. But the size of the stock is not directly affected by 
its value ; it is exactly the same physical thing whether that 
value is large or small. Eor business practice, on the other hand, 
when particular capital instruments lose their value — become 
obsolete — either because improved instruments for rendering 
the same service have been invented or because that service 
itself is no longer wanted, capital is thought of as depleted : and 
depreciation allowances against obsolescence are always provided. 
The issue between these two points of view plainly needs clearing up. 
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§ 4. Everybody will agree that, if the productivity, and so 
the value in terms of output, of a community’s capital stock is 
diminished because the quantity of labour available to work in 
conjunction with it has been cut down — ^whether on account of 
extensive emigration or because of an enhanced desire for leisure — 
the quantity of the capital stock must not be regarded as changed. 
So to regard it would be violently paradoxical. It would entail 
an identification of quantity and value. In like manner every- 
body will agree that, if people’s rate of discounting future satis- 
factions underwent a large change, leading to a corresponding 
large change in the value (in terms of current product) of the 
existing capital stock, this again must be regarded as wholly 
without effect on the quantity of that stock existing at the time. 
But, these things conceded, does it not logically follow that all 
mere valuation changes are irrelevant to the size of the capital 
stock, and, therefore, that obsolescence, which is, of course, due 
to valuation changes, cannot affect that size ? If this be so, 
the conflict set out in the preceding section is resolved by an 
uncompromising verdict adverse to business practice. Reckon- 
ings of net income arrived at by deducting from gross income 
an allowance to offset obsolescence make net income substantially 
smaller than it ought to be. To such a conclusion we are bound 
to feel a strong resistance. Cannot some middle way be found ? 

§ 6. I suggest that a satisfactory solution may be obtained 
by diR ti-n gniRbi-ng between elements that are actually standing 
in the capital stock and elements that have been discarded from 
it. So long as an element stands in the stock, its quantity is a 
matter for physical measurement, with which valuation has 
nothing to do. But elements may be discarded from the stock, 
either on account of physical changes in them or on account of 
something that has happened to valuation. When they are 
discarded, the stock is pro tanto reduced. Thus valuation, 
though irrelevant to the quantity of such elements as are at any 
time standing in the stock, is, or may be, relevant to what elements 
do stand there, and so in this indirect way does, or may, affect 
the quantity of the stock. To judge of the significance and utility 
of this general idea — ^it is, of course, only a device of definition — 
we need to develop it in detail. That is the business of the next 
five sections. 

§ 6. An element of capital stock — a machine, house or rail- 
way line — existing in a given environment in which a given 
quantity of labour and so on are available, will be engaged at 
work, provided that there is some quantity of labour in con- 
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junction with which it can produce an output of greater value 
than the value which that labour could earn elsewhere. Given 
this condition, such quantity of labour will be associated with it 
that the product of the marginal unit of labour so associated 
has a value equal to the ruling rate of wage ; and the excess of 
the value of the total product yielded by the instrument over the 
aggregate wage of the labour engaged with it is its rentable value. 
]From actual rentable value together with expected rentable 
value later on there is derived, by discounting, present value. 
Present value may thus be positive, even though current rentable 
value is nil, provided that rentable value at a later date is expected 
to be positive and to exceed the costs of maintaining the elements 
in good physical condition — e.g. a ship, that is laid up — ^until 
this later date arrives. Elements that have a positive present 
value in the above sense stand in the stock of capital ; elements 
that have no present value are discarded from it. 

§ 7. The most obvious way in which an element can cease 
to have actual or expected rentable value, and so can cease to 
have present value, is through physical decay. As it becomes 
more and more ramshackle and inefBLoient, the product, and 
therefore the value of the product, that it yields in conjunction with 
any given quantity of labour, becomes less and less. Eventually 
the element comes to have no present value at all. A second way 
in which the same t hin g may happen is this. The state of demand 
for the product that our element helps to make being unchanged, a 
technical invention may lead to new instruments for producing the 
commodity being made, and so indirectly may reduce its price 
below the minimum that is required to endow our element with any 
rentable or present value. It will be observed that discarding 
cannot be forced on any element unless a new and improved type 
of instrument has been invented. Eor though, of course, if a 
sufficient quantity of instruments exactly similar to our element 
were introduced, its present value would be driven down to nothing, 
this cannot, in fact, happen, because the new instruments them- 
selves would have a nil present value and, therefore, would not be 
worth making. A third way in which the present value of an 
element can be reduced to nothing is through a change in taste, 
which lowers the value of the product that the element helps to 
make. If all the instruments hitherto engaged on that product 
were of exactly similar quality and were operated under equally 
skilful management, the present value of no one of them could be 
destroyed in this way unless the present value of all of them was 
destroyed. Demand, that is to say, must have collapsed so far that 
No. 178. ^VOL. XLV. B 
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it was insTifS-cient to cover prime cost for any output. But, of 
course, in fact the instruments that are engaged are not all exactly 
alike, or operated under equally skilful management. In practice, 
therefore, there will be a number of them, whose present value 
is destroyed with a smaller collapse of demand than is needed to 
destroy the present value of all of them. 

§ 8. To complete this part of the inquiry, it remains to ask 
what the situation is when an element has deteriorated physically 
in some measure but still stands in the stock of capital. W^e know 
already that, if the element has been affected through a valuation 
change, nothing has happened to its quantity. But, if it has 
undergone a physical change, the case is different. A distinction 
should be drawn between physical changes which, while leaving 
the element still as productive as ever, bring nearer the day of 
sudden and fhal breakdown, and physical changes which reduce 
its current productivity and so rentable value. With the former 
sort of change, until the breakdown occurs, the capital stock is, 
I suggest, best regarded as intact, just as it is best regarded as 
intact despite the nearer approach of a day that will make a 
part of it obsolete. With the latter sort of change we may 
conveniently conceive of physical discards being made, whose 
quantity is measured by the original quantity of the decaying 
instrument multiplied by the proportionate fall in its rentability. 
This is, of course, a subordinate matter; and a different view 
might be taken without the main argument suffering damage. 
In any event, even though we hold that certain sorts of capital 
affected by physical change or by obsolescence are discarded, 
not gradually in parts but suddenly as wholes, this does not imply 
that the aggregate of all sorts of capital together must experience 
a discontinuous discarding. Nor is anything that has been 
said inconsistent with the view that particular business concerns 
subject to discarding of a discontinuous type are well advised 
to make provision against it in a continuous manner by means 
of regular annual payments into a depreciation fund. 

§ 9. Having now satisfied ourselves as to the occasions and 
manner in which a depletion of the stock of capital can take 
place, we have to determine what precisely is required in order 
that a given depletion may be offset. Plainly some new element 
of capital has to be made, and some productive resources have 
to be engaged in making it. But what new element is to be made 
and how much of productive resources are to be turned into it ? 
Even if the discarding which has to be made good is the result 
of physical decay, a doubt suggests itself. Suppose that the cost. 
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in productive resources, of making a counterpart of the decayed 
element has altered since the date on which the original element 
was constructed. Will depletion be ojffset by the manufacture 
of an element like the original element or by the engagement 
in creating capital of a quantity of resources equal to the quantity 
that was engaged on the original element ? If the cause of the 
discarding is a valuation change, there can plainly be no question 
of reproducing the discarded element; so that there is a still 
wider field of doubt. The right solution is, I suggest, as follows. 
When any discarding has occurred, in order to make good the 
depletion of capital implied in it, that quantity of resources must 
be engaged which would suffice in actual current condition of 
technique to reproduce the discarded element. But the direction 
in which this quantity of resources is engaged should be deter- 
mined without reference to what the discarded element has 
been ; it should be so chosen that the maximum possible addition 
is made to the present value of the stock of capital. If a machine 
has suffered damage and, in order to continue working, needs 
repair, in general much the most productive use for the resources 
engaged to offset the depletion of capital implied in this will 
be that of repairing the machine. But, if the demand for one 
sort of product has fallen off and some instruments so far engaged 
in making that product have in consequence been discarded, 
the most productive use for the offsetting resources will be in 
making machines for some industry the demand for whose product 
has meanwhile been enhanced. Here we have a clear principle. 
A basis for it may be found in the concept of capital as an entity 
capable of maintaining its quantity while altering its form and 
by its nature always drawn to those forms on which, so to speak, 
the sun of profit is at the time shining. 

§ 10. By this method of approach we have, I think, over- 
come the dilemma set out in § 3 and have obtained a fairly satis- 
factory way of regarding capital depletion. But, as was indicated 
in § 2, this does not exhaust our problem. We have still to decide 
what part of capital depletion is relevant to (current) net income. 
To attack this issue let us start wdth the gross output of factors 
of production, no deduction being made even for damage done to 
the stock of capital by the process of production. Nobody 
would seriously propose to count in net income the whole of this. 
Everybody would agree that the part of capital depletion which 
consists in the destruction of instruments in the actual course 
of the work they do must be offset before the inventory of net 
income is drawn up. But, besides this sort of capital depletion, 
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there is also capital depletion brought about by such things as 
earthquakes and wars. Nobody would seriously propose that, 
if a cosmic cataclysm were next year to destroy London, we 
ought, in reckoning next year’s net income, to enter as a negative 
item the whole of the destruction that had been wrought. Thus 
we have fixed two extremes between which there would be general 
agreement that the concept of net income must be made to lie. 
Its inventory content must be less than that of gross output as 
defined at the beginning of this section, and it must be more than 
gross output minus the whole of any damage that the stock of 
capital is liable to suffer in the period to which the net income 
refers. We have to find a meaning for our concept somewhere 
within these limits. 

§ 11. Now, had either of the limits themselves been chosen, 
it might perhaps have been possible to defend the choice on 
some ground of principle ; but it is hopeless to seek for any ground 
of that kind in making choice of a point between the limits. 
Considerations of what is convenient and of what conforms in 
a general way with customary usage are relevant to our decision. 
In the light of these it is possible and reasonable to argue that 
one definition is more suitable than another. But there is 
plainly no definition to which we are ineluctably compelled. In 
the last resort we shall be forced to rely on a more or less arbitrary 
fiat- Net income is not a precise entity given in nature. It is 
a portion of gross output selected and marked ofE from the rest 
by a boundary line, which our own choice, not objective fact, 
imposes. 

§ 12. Business practice in calculating net income clearly 
suggests what our choice should be. Allowance must be made 
for such part of capital depletion as may fairly be called “ normal ” ; 
and the practical test of normality is that the depletion is suJBfi- 
ciently regular to be foreseen, if not in detail, at least in the large. 
This test brings under the head of depreciation all ordinary 
forms of wear and tear, whether due to the actual working of 

machines or to mere passage of time — rust, rodents and so on 

and all ordinary obsolescence, whether due to technical advance 
or to changes of taste. It brings in too the consequences of all 
ordinary accidents, such as shipwreck and fire, in short of all 
accidents against which it is customary to insure. But it leaves 
out capital depletion that springs from the act of God or the 
I^ing s enemies, or from such a miracle as a decision to-morrow 
on the part of this country to forbid the manufacture of whisky or 
beer. These sorts of capital depletion constitute, not depreciation 
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to be made good before current net income is reckoned, but 
capital losses tbat are irrelevant to current net income. Tbe line 
bet-ween the two sorts of capital depletion cannot be drawn 
precisely. It may vary between different times and different 
places, between a country such as England, for example, and 
one in which earthq[uak:es are familiar events, against which 
provision by insurance is usual. Here I am concerned, not so 
much actually to draw the line as to indicate in a general way 
the principles by which the drawing of it may most conveniently 
be guided. 

A. C. Eigott 



TWO APPLICATIOnsrS OP THE CONCEPT OP ELASTICITY 

OP SUBSTITUTION 


This note belongs to an earlier era of discussions on the 
elasticity of substitution. Taking the definition for granted, it 
attempts certain applications of a simple and obvious character. 
Its object is to attain by the easiest possible route the humble 
summits which constitute its objective — ^to reach the top of the 
mountain rather than to search for intricate and perilous climbs. 

Hitherto the application of the concept of elasticity of substi- 
tution has, I think, been confined to the case of joint demand. 
The problem of joint supply invites an analogous application : 
in particular, we may formulate a limitation to the ordinary 
view that an increase in the demand for one of two joint products 
must lead to a rise in the supply of the other. Imagine a particular 
firnn producing two joint products, A. and JB, each being sold under 
conditions of perfect competition. The marginal cost of A is 
defined in the usual manner as the addition to total cost when one 
extra xmit of A is produced, the output of JB being kept constant. 
Similarly for the marginal cost of JB, The elasticity of substitution 
then finds its natural definition as the quotient of a small pro- 
portionate change in the ratio of the amounts of A and JB by the 
resulting proportionate change in the ratio of their marginal 
costs. ^ 

We may now turn to the traditional question of the efEect of 
an increase in the demand for A on the supply of JB. By a process 
of simple inversion, a proposition of Mrs. Robinson’s ® assumes the 
following shape : — ^An increase in the demand for A will lead to a 
rise or to a fall in the supply of B according as the elasticity of 

^ If tlie firm is maximising its profi.t (th.e marginal cost of oach. joint product 
"bemg equated to its price) and if its surplus profit is 2 sero, tlien its output is sucli 
as to min imise average cost per unit of proceeds. It follows that for small 
changes in the neighboiorhood of this point, the marginal cost of each joint 
product depends only on the ratio of their outputs and not on the absolute out- 
puts. The above definition of elasticity of substitution is then water-tight. 

In the same way, Mrs. liobinson’s original definition of elasticity of substitution 
between factors in joint demand is water-tight for the case of a firm which, 
employing only the two factors of production, is maximising its profit and earning 
no surplus profit; c/- A. C. Pigou, Ecoitomic JournNAn, dime 1934, p. 233. 

® Economics of Imperfect Competition^ p. 258, 
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substitution is less than or greater than the elasticity of supply.^ 
The ejBEect on the output, and therefore on the price, of jB is the 
outcome of a conflict between the tendency for A to be produced 
in the place of and the tendency for more of the composite 
commodity, AS, to be produced. The strength of each of 
these tendencies is measured by the elasticity, in the one case of 
substitution, in the other of supply. 

In the case of perfectly inelastic supply, the supply of 5 is 
boimd to be lowered as a result of the alteration in the proportions, 
except in the limiting case of perfect inelasticity of substitution 
(fixed proportions), when the supply of JB (and of A too) is un- 
altered. In the case of perfect inelasticity of substitution (fixed 
proportions), the supply of B is bound to be raised. 

In the case of perfect elasticity of substitution (complete 
substitutibility), the supply of .B is bound to be lowered, except 
in the limiting case of perfect elasticity of supply, when the supply 
of JB is unaltered (and so the price of B, as well as the price of 
A).^ In the case of perfect elasticity of supply, the supply of B 
is bound to be raised .® 

^ TtLO elasticity of supply in question is tli© elasticity of supply of tlie composite 
commodity, This composite commodity is lieterogeiieous in nature, 

since tlie proportion of ^ to ^ is altered wlien ttie demand for A alters. It is 
tlierefore necessary to define our units. To do so, we imagine on© particular 
optimum firm in a given condition of th.© industry to vary tlie proportions in 
which, it produces A and JB. Then a unit of th© composite commodity, A—JS, is 
such as always to involve th© same average cost of production. Thus if th© cost 
of maintaining a sheep is independent of th© proportion in which it yields mutton 
and wool, a sheep may be taken as the unit of th© composite commodity, mutton- 
wool, and th© appropriate elasticity of supply is th© elasticity of supply of sheep. 

A-n analogous difficulty arises when th© concept of j oint demand is applied, not to 
factors of production which co-operate in producing a perfectly definite commodity, 
but to commodities which by their co-operation fulfil certain needs. Sugar and 
tea are in joint demand and an increase in the supply of sugar will raise or lower 
th© demand for tea according as th© elasticity of substitution is less or greater 
than th© elasticity of demand for cups of tea. But what is a cup of tea when its 
sugar content varies ? Th© size of th© cup must be varied in such a way that its 
contents would always command the same price, independently of their sweetness. 

2 At first blush th© numerical ©x:ample worked out by Mr. Henderson on p. 
69, note, of his Supply and Demand is on© of perfect elasticity both of supply 
and of substitution, so that no matter what happens to th© demand for mutton, 
th© prices both of wool and of mutton are bound to return to their original levels. 
If this were so th© example would fail to provide a very useful illustration of the 
general principle of joint supply. But Mr. Henderson concludes by pointing 
out that “ th© marginal costs may . . . alter as th© process of substitution 
extends. Bor th© relative cost of maintaining merinos and crossbreds will not 
be th© same for ©very farmer.” However, it can scarcely be maintained that 
the substitution of crossbred for merino sheep provides a very proper example 
of an alteration in the proportions of two joint products. 

® Mr. Henderson’s statement ifoc. cit., p. 73) that it is not the case that an 
increased demand for mutton must necessarily increase th© supply or lower th© 
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It is only when the supply of the composite commodity, 
A—B, is perfectly elastic that it can be stated unambiguously that 
an increase in the demand for A will lead to a rise in the supply of 
B. Turning back now to the case of joint demand for, say, G and 
i>, it follows in the same way that it is only when the demand 
for the final product is perfectly elastic that an increase in the 
supply of C is bound to lead to a rise in the demand for Z). Now 
perfectly elastic supply is not only easy to conceive but is the 
natural assumption to make for the purposes of approximation; 
but perfectly elastic demand seems scarcely worth considering. 
There is, however, one important case in which the demand is 
perfectly elastic — namely, the case of output as a whole, prices 
being measured not in money but in real terms. Since the 
price of anything in terms of itself must always be equal to 
unity, the demand in real terms for output as a whole is 
perfectly elastic.^ Thus if we conceive of the national dividend 
as produced by two classes of factors of production, an in- 
crease in the supply of the one class must necessarily lead to a 
rise in real terms in the demand for the other class — on the 
assumption that full employment is always maintained. If 
capital and labour were the only factors of production an increase 
in the supply of capital would necessarily lead to a rise in real 
wages. This conclusion,® which is not, of course, new, is very 
important. While the effect of an increase in the supply of one 
factor on the reward to all other factors taken together depends 
on whether “ the relation of co-operation between the two factors 
is more important than the relation of rivalry,” ® it is only the 
magnitude of the effect and not, as a careless reader of the 
Economics of Welfare might be led to suppose, its direction which 
depends upon such a comparison. For Professor Pigou is con- 
sidering the effect of an increase in the supply of capital on the 
demand for labour. It is clear that there are other factors of 
production besides capital and labour, and it should be emphasised 
that Professor Pigou’s conclusions would not apply equally to a 
world in which capital and labour were the only factors. In 
such a world, “ the relation of co-operation between the two 

price of wool,’* may be jiastified by appealing to tbe likelihood of imperfect 
elasticity of supply of sheep in general. On the other hand, if the supply of sheep 
is imperfectly elastic, no matter how slightly, and if Mr. Henderson’s numerical 
example is taken to suggest that the elasticity of substitution between mutton 
and wool is infinite, the supply of wool is necessarily decreased, 

^ Cf . my note in the JEteview oj JBconomic Studies, October 1933, p. 76. 

2 For a recent formulation, see J. H. Hicks, Theory of Wages, p. 115. 

® A. C. Pigou, Wconomics of Welfare, p. 661, 
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factors ” "woiild necessarily be “ more important than the relation 
of rivalry,” and it would be vTong to suppose that this question 
“ is not one to which an a 'priori answer can be given.” For the 
elasticity of demand, being infinite, would necessarily exceed the 
elasticity of substitution. The •magnitude of this excess would 
have to be judged from “ the general teaching of experience,” 
but there would be no doubt about its existence. Only the 
limiting case of infinite elasticity of substitution, as, for instance, 
“ if the only sort of capital instruments which mankind had learned 
how to make were a kind of Frankenstein monster capable of 
exactly dupKcating the labour of manual workers, and not capable 
of doing anything else,” would the degree of rivalry be as great 
as the degree of co-operation : in this limiting case an increase in 
the supply of capital, while still failing to lower the demand for 
labour, would leave the demand for labour xmaltered. 

But the fact that in the real world capital and labour are not 
the only factors of production, provides an a priat'i basis for the 
possibility that the relation between capital and labour will be 
predominantly one of rivalry rather than of co-operation.^ T his 
possibility is the stronger the more important is the part played 
by the other factors — ^so much is obvious — and the less elastic is 
their supply. It is by calling into operation the Law of Diminish- 
ing Returns from an inelastic supply of a third group of factors, 
that an increase in the supply of one factor may, xmder certain 
circumstances, cause a lowering in the demand for a second. 
The reason why “ the opening up of rich quarries of slate or the 
increase in numbers or efficiency of quarrymen . . . would 

injxue the makers of roofing tiles or producers of building materials, 
more than it benefited them as consumers,” ^ is to be traced to the 
fact that the resulting rise in the standard of housing would not 
result in a sufficiently large expansion of the population. 

But “ all other agents of production will benefit,” taken in 
the mass. On that point Marshall is quite explicit : “ For in- 

stance, if without any other charge, capital increases fast, the rate 
of interest must fall. . . . There will result an increased pro- 
duction, and an increased national dividend : . . . the loss of one 
agent of production must result in a gain to others ; but not 
necessarily to all others.” ® 

R. F. Kahn 

Kinjg’s College, 

Ca/nibridge. 

^ For a more precise investigation of tins matter, see Mr, CKampemowne’s 
article. 

2 Marsliall, Principles^ p. 637. 


® Ibid. 



A MATHEMATICAL NOTE ON SUBSTITUTION 


§ l.'I i>B.orosB to •unravel th.e follo'wmg problem: “What 
determines, in an industry, whether a small increase in the amount 
of one factor will raise or lower the demand, in terms of money, 
for another factor 1 ” 

§ 2. For the analysis of this problem certain simplifying 
assumptions must be made. We must suppose that not more 
than three factors are employed i they must be sufficiently 
mobile, and they and their product must be sufficiently homo- 
geneous, for there to be ascribed a unique amount of product, 
F(x‘yz), corresponding ^ to amounts employed sc, y, z and a unique 
demand price, corresponding to each amount, F, of product. 

We must suppose that the demand prices, in terms of product, 
for the factors sc, y, z are uniform throughout the industry and are 
equal to functions Fl(xyz), 'Y(pcyz) and Z{pcyz) of the amounts of 
the factors employed in the industry. It is convenient to assume 
also that the supply price of each factor is independent of the 
amounts of the other factors. 

These assumptions do not imply perfect competition in the 
sale of product or the hiring of factors, but they do imply that the 
way in which an increase in the supply of the factor is distributed 
among different producers within the industry is given. The as- 
sumptions do not imply that the market is either closed or per- 
fectly open to the entry of new firms, but they do imply that 
we know how the number of firms and the distribution of 
resources will change with the change in the size of the industry’s 
output. 

§ 3. In the case where only two factors are employed, a simple 
answer to the problem is found : the demand for the other factor 
will be raised or lowered according as the elasticity of demand for 
the product of the industry exceeds or falls short of a critical 
value, rjyx, equal to the elasticity of substitution of one factor y 
for the other factor sc. 

In the case where three factors are employed, the criterion is, 
of course, again whether elasticity of demand for product exceeds 

*■ Correspondiixg, tlaat is to say, wlieri the adjiistments required, by the new 
situation h.ave come about. 
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or falls short of a critical value In this case, however, rjy^ 

is deterroined by three sets of influences : 

(i) elasticity of substitution between the two factors ; 

(ii) elasticities of substitution between the third factor and 

the two factors ; 

(iii) the significance of the third factor and stickiness to 

changes in its amount. 


rqyx will rise or fall with the elasticity of substitution between 
the two factors, but will differ from it because of the possibility 
of changes in the amount of the third factor. The size of this 
difference' will depend on the elasticities of substitution with the 
third factor, and in most cases will be the smaller, the smaller 
is the “ significance ” of the third factor, and the greater its 
stickiness in amount.” These terms will be defined in a later 
section. 

These rules will in certain cases enable us to establish limits 
within which -rjyx must lie, although we can only form rough 
estimates of the elasticities of substitution and very rough 
estimates of the significance of the third factor and of its 
“ stickiness in amount.” 

§ 4. In order (a) to make the meaning of the statements precise 
and (6) to demonstrate them, I shall employ an unusual notation 
the use of which saves time and mental effort : 


Let E denote A log, “ the small proportional change in,” and 


the operators 
for instance. 


and ^ 


denote 


d(log ) ^ . d{log 
d{log ) ^ d{log 


so that. 


Ex 


Aic EE __ X dF , ^ X 8^ 

—F~d^ ^ ~ F dx' 


I shall assume the following types of identity, which can easily 
be verified : 


+ E!F^IHpF); 


Type I. 


Ep Ep EF 

Ex WF Ex 



Type II. 
Type III. 
Type IV. 
Type V. 
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§ 5. With, the help of this notation I shall first analyse riy^, 
the critical elasticity of demand, in the case where only two factors 
are employed- 

I define elasticity of substitution of the factor y for the factor 
a: to be : 

“ The proportional change in total product F divided by the 
proportional change in T, the demand price, in terms of product, 
of one factor, when the amount y of that factor is held fixed and 
the amount x of the other factor is varied.” 

This definition must be interpreted as referring to very small 
changes taking place over the period under consideration. 

The definition may be expressed symbolically : 

EF 

Elasticity of Substitution of y for x, Oyx = ^ 

^ ^ y const. 

In order to prove that r]yxi the critical value of the elasticity 
of demand for product, is equal to the elasticity of substitution 
Oyxt we may consider the case where elasticity of demand rj actually 
has the critical value vjyx so that 

EF 

Vvx — V 

This equation is a symbolical expression of the definition of 
elasticity of demand. 


^ Tiiis definitioii agrees with, the mathematical definition given by IDr. Kicks 
in Theory of Wages, p. 244, if we assume with him that the wage of the factor y 

Pi TV 

is equal to the value of its marginal product P^:g- 
For in this case F = so that otir definition. 


8F dF dF . dF dF 

-gj* _ Qy 4^ _ dy 

F Ax ~ d^F 

^Vu oonat. &X 8y 


which is Dr. Hichs’ definition. 

There are two unportant cases when the assumption F = is satisfied : 

i. When there is perfect competition and absence of external economies and 

the number of filrms is fixed. 

ii. When there is perfect competition and absence of external economies or 

diseconomies, and the number of firms alters so that, throughout, total 
sales proceeds are equal to total wages paid to the two employed factors. 

In the second of these two cases it can be shown that the definitions are equivalent 
also to the definition given by Mrs. Robinson (Fconomios of Imperfect Competition, 
p. 268) — " the proportional change in the ratio of the amounts of the two factors 
divided by the proportional change in the ratio of their marginal productivities 
to the firm.” But in other cases our definition dififers from those given by these 
writers, and our results must not be interpreted in terms of their definitions of 
elasticity of substitution. 
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We may also make use of the equations 

Ex 4= 0, Ey = 0, and E{fpY) = 0, 

expressing the condition that when the supply of the factor x is 
changed, and the amount of the other factor y is held fixed, the 
demand price for the other factor will not change. 

Since E(pY) = O, we have, by identity type I, Ep — — EY, 
expressing the fact that, in order that demand price (proper) of 
y may remain constant, the increase in demand price (in terms of 
product) of y must be balanced by the decrease in price of product. 

It follows that 

EF EF 
Ep — EYy^^^^ 

These equations express the fact that elasticity of demand 
and elasticity of substitution are defined as fractions, whose 
numerators are identical and whose denominators must be equal 
where the elasticity of demand has the value 

We have thus established the result stated above, that the 
critical value of elasticity of demand is equal to the elasticity of 
substitution. It follows that where two factors are employed, 
a small increase in the supply of one will raise or lower the demand 
for the other according as the elasticity of demand is greater or 
less than the elasticity of substitution. 

§ 6. I now proceed to the case where three factors are em- 
ployed. In doing this I shall define elasticity of substitution, 
significance, and stickiness in amount, and obtain a formula 
giving Tjyx in terms of elasticities of substitution and the significance 
and stickiness in amount of the third factor. By assuming all 
these quantities to be positive, I shall deduce elementary rules 
for establishing the direction of, and limits to, the error involved 
by neglecting all the influences on rjyx, except the relevant elas- 
ticity of substitution. I shall apply these rules to an imaginary 
example, and calculate limits within which rjyx must lie. Binally, 
I shall examine theoretical issues involved in estimating elastici- 
ties of substitution, stickiness in amount and significance, and 
discuss the conditions under which these quantities can be negative. 

§ 7. I defibue elasticity of substitution of y for x to be : 

“ The proportional change in the total product F divided by 
the proportional change in Y , the demand price, in terms of 
product, of one factor y, when the amount of the factor x is varied, 
and the amounts of the factors y and z are held constant.*’ 

This defiLnition refers to small changes taking place over the 
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period under consideration. The definition may be expressed 
symbolically — 

Elasticity of substitution of y for x — ayx 


EF 


BY. 


yz const. 


Consider the case in which the amount of the third factor is 
fixed ; the critical value of the elasticity of demand for product, 
riyx, must again be equal to elasticity of substitution of y for x. 
The proof is the same as in the case where there were only two 
factors employed. 

The proof and the result could not, however, be extended to 
cover the case where the amount of the third factor might vary, 
unless the definition of elasticity of substitution were adapted 
to the form : " The proportional change in the total product 

F divided by the proportional change in Y , the demand price in 
terms of product of one factor y when the amount of the factor 
X is varied, the amount of the factor y is held fixed and the amount 
of the factor z is left to vary according to the law of supply and 
demand.” To that adaptation there is a serious objection. By 
extending the de finit ion of elasticity of substitution of y for x, 
in such a way as to allow for variations according to the law of 
supply and demand in the amount of the third factor, we should 
be allowing the other influences to creep in under the guise of the 
elasticity of substitution. The concept so defined would be a 
hotch-potch, composed of elasticity of supply of the third factor, 
its elasticities of substitution and other irrelevant influences. 
It would be little easier to estimate or to analyse than itself : 
in the language of Professor Pigou, it might be said, that to frame 
such a definition of elasticity of substitution would be to construct 
an unnecessary bridge. ^ 

Accordingly, I reject the suggested adaptations to the definition 
of elasticity of substitution of y for x given above and retain 
the original form. This entails our problem being approached 
from a new angle. 

I define elasticities of substitution Oyz and o-aa. of y for z and 
of z for x in the same manner. 


^ See A. C. Pigou, Economic Jotirnal, June 1934, p. 240. It must be conceded, 
indeed, that even in the case where two factors are employed elasticity of sub- 
stitution as originally defined may be infi.u©nced by circurostances such as the 
degree of competition between firms within the industry, in the sal© of product and 
in the hiring of factors, or by the existence of external economies or diseconomies. 
To this there need be less objection, sine© these infiuences are so closely bound up 
with any substitution of one factor for another in an industry. But the elasticity 
of supply of a third factor, and the technical ©as© with which a third factor can 
be substituted are irrelevant considerations which should not appear as part of 
the elasticity of substitution between two factors. 
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I define the significance of the third factor z to be “ pro- 
portional change in total product F divided by the proportional 
change in the amount of z when the amount of the factor z only 
is varied.” 

This definition may be expressed symbolically : 

o< ^ 1 EF 

Significance of 2 : = — — . 

Ez^^^aonst. 

This quantity will bear a close relation to the ratio of total sales 
proceeds to total wages of the factor z. 

I define “ stickiness in amount ” of the factor z to be : 

“ the reciprocal of elasticity of supply of 2 : + the reciprocal of 
elasticity of demand, in terms of product, for z, v/here the amounts 
of the other factors are fixed.” 

This definition may be expressed symbolically : 


Stickiness in amount of 2 : = 


1 

Sg ez 


where Sg is elasticity of supply of z, and Z is its demand price 
in terms of product. 

§ 8. Under the simplified conditions which we are considering, 
'Tjyg; the critical value of elasticity of demand depends only on the 
elasticities of substitution o-y^, cxyg and crg^, and the significance, 
1 jig, and stickiness in amount, jg, of the third factor. 

The formula expressing rjyg; in terms of is cum- 

brous, but it can be wielded so as to provide interesting results 
in certain cases. 

The formula is 


_ „ ^y^iSfyx O'ga;) 

• • • 

"1 


( 1 ) 


The proof of the formula is as follows : — 

Suppose that three factors only are employed in an industry 
in amounts xyz and let F{xyz) be the amount of their product, 
and p{F) be its demand price. Let X{xyz), Y(xyz) and Z(xyz) 
be the demand prices in terms of product, of the factors x, y and z. 
Let ^( 2 :) be the (money) supply price of z, and let Sg be its elasticity 
of supply. 

Suppose that the elasticity of demand for product, y), has the 
critical value riyg^. This means that a small proportional change 
Ex in the amount of the factor x will leave unaltered y, the amount, 
and p Y , the demand price, of the factor y, and that the demand 
price, %>Z, will remain equal to the supply price ^ of the factor z. 
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From this knowledge we can deduce, by mathematics, the 
formula (1). Por the knowledge can be expressed ; 

Ex =4= 0, Ey = 0, EijpY) = 0, E{jpZ) = Ei, rj = rjyx . i 
also, by identity type V, rj = 


EF Ez 

Sz = 


Ep’ 




11 


(these equations express the definitions of elasticity of demand 
and elasticity of supply). 

Prom equations i, by identity type I, 

E^ EY = 0, Ep -f- EZ = 7] = riyx 

so that by equations ii. 


— —EF + EY = 0 

’7yiE 


— EF -i-EZ = -Ei 


whence, since Ey = 0, we obtain by identity type IV, 

I L ^\ex + J 

( Tjy^ ex ' ex } ' [ rjy 


and 


eP eP 
r]yj. ez ez 




cP ^ 

riya-ex ex) 


\ 


Ex -1- 


{ 


1 eP eZ 
rjya; ez ez 


^Ez — 0 

= 0. 

Sz] 


eZ 1 . . 

For we may write — j^, where ja is the stickiness in 

amount of the third factor z. Then since Ex 4= 0, 

ez 

0 . 


Dividing the first column by ^ , and the second column by — , 
we obtain, by virtue of identities of type III, 


1 eP 

eY 

1 eP 

riyx ex 

ex 

^yx 

1 eP 

_eP 

1 eF 

'flyX 

ex 

^yx 


1 

EY 

1 

EY 

Vyx 

Fd F^ yg OOBStS. 

"Hyx 

FF xy const. 

JL^ 

EZ 

1 

+ izjz 

"Hyx 

const- 



0 


ez 


1 p TP 

since the significance of z, 1 fig, is defined so that v- = — . Also 
by definition, 

EF EF EF 




EY. 


yz const. 




EY. 


^ZX 


xy const. 


EZ. 


yz const. 
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1 

1 

1 

_ 1 

72 /® 

^yx 

Vyx 

<Jyz 

1 

1 

1 

+ iz3z 

'qyst 

^ZX 

'r}yx 


whicii may be manipulated into the form 


■wMcli means 


^yx 'Vyx ^yx ^yz 

^yx ^zx ^yx “I" ^zj s^yz^zx 


^yx ^yx 


_ (^3 


yx 


*yz. 


)(< 


yx 


^yx H~ "^zOz^yz^z. 


( 1 ) 


This is the equation which we set out to prove. 

§ 9. Let us now suppose that <Tyx,o^,cFy^iiz,jz are all positive 
(the significance of this assumption will be discussed later). 
Then equation ( 1 ) may be reduced to the form 


’72/® 


Aayg. — B 
OfJyai + JO 


where A JB C D are aU positive. 

From this equation the following result can be deduced. 

Hule 1 . For given positive values of the other coefficients, 
rjya: will be greater the greater the (positive) value of elasticity of 
substitution of y for x. 

Rule 2 . It can be seen directly from equation ( 1 ) that 07 ^ 3 , will 
be greater or less than a-yx according as ay^ does or does not lie 
between cryg and cr**. 

To estimate the magnitude of the error between the values of 
yjyx and cTyx it is convenient to reduce equation ( 1 ) to the form 


^yx '^yx ^yz 


'yx 


<^zx 


'yx 


'yx 


'yx 




1 + 


'^zQs^ysf^zx 


'yx 


} 


which means that : 

Rule 3. The proportional error of riy^. from cry,, the elasticity of 
substitution of y for x, is less than the product of the proportional 
errors from cry,, of the two other elasticities of substitution, by 
an amount dependent on the significance and stickiness in amount 
of the third factor. It is obvious from formula 2 that the error 
will be the less the less significant and the stickier in amount is 
the third factor. 

§ 10 . These rules would enable us to determine limits within 
which riy,. must lie provided that we coxdd form rough estimates 
of the elasticities of substitution, and very rough estimates of 
the significance and stickiness of amount of the third factor. 

Ho. 178. — sroLi. XLV. s 
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Suppose, for instance, that we have formed the following 
estimates of the elasticities of substitution, 

2 < O’y* < Ccr^^c 2, 1 C < 2 

and had estimated limits to the significance and stickiness in 
amount of the third factor. 



we could tell by Rule 2 that was less than the elasticity of 
substitution of y for x and must be less than 3 . 

By Rule 1 we could tell that would be least when cr^g. — 2 , 
and by Rule 3 we could tell that the proportional error in this 
case would be less than 0*375 = 0*75 x 0*6 (the product of the 
proportional errors of ayg and from < 7 ^^). This establishes 
limits for 17 ^ . . . 1*25<: 3. Moreover, by formula 2 the 

maximum proportional error is less than 0*375 in the ratio 

1 + ^zjz (i.e. at least in the ratio 1*5 taking the smallest 

values of ig and Jg) . Thus the maximum proportional error of yjyg. 
from o-yg, if o-yg. = 2 is 0*26. This narrows the limits for 17 ^,^ to the 
values 1*5 < Tjyg, c 3. 

In order to determine in this manner limits within which 
Tjyg. must lie, it is only necessary to form rough estimates of the 
elasticities of substitution, and to know that these and the sticki- 
ness in amount of the third factor are positive. We have seen 
that the limits for ^yg. may be narrowed, if we can form rough 
estimates, also, of the significance and stickiness in amount of 
the third factor. 

§ 11 . Certain theoretical issues arise in connection with estima- 
ting and inteipreting elasticity of substitution, significance and 
stickiness in amount. These may be considered in turn. 

Elasticity of substitution may be negative. This will only bo 
the case if the degree of rivahry between the two factors out- 
weighs the degree of co-operation between them, in the sense 
that a small increase in the supply of one factor alone will actually 
decrease the marginal productivity of the other factor. Thus, 
we have the paradox that between perfect substitutes, elasticity 
of substitution is likely to be negative, so that a negative value 
of elasticity of substitution must be regarded, not as less than 
zero, but as greater than any positive value, in fact as “ greater 
than plus infinity.” This violent paradox arises from the fact 
that when the reciprocal of elasticity of substitution is decreased 
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continuously from a small positive value, through, zero, to a small 
negative value, elasticity of substitution itself changes from a 
large positive value through plus infinity to a large negative value. 
The same difficulty arises in connection with elasticity of supply, 
where a negative value may mean, not extremely inelastic supply, 
but an elasticity of supply “ greater than plus infinity,” in the 
sense that a larger amount will be supplied at a smaller price. 

If elasticity of substitution of y for x is negative, the critical 
value of elasticity of demand will be large, and may even itself 
be negative (greater than plus infinity) if the third factor is sticky 
in amount and of small significance. 

In the absence of further information regarding two factors not 
very nearly related technically (i.e. whose amounts can be very 
easily varied independently, but which are in no measure direct 
substitutes, the one for the other), the most plausible estimate of 
elasticity of substitution is unity. Tor in this case, when the 
supply of one factor is increased, the efficiency of units of the other 
factor on the margin of employment is likely to be increased in 
about the same ratio as the efficiency of all units of that factor in 
employment. The average productivity of the factor is then 
likely to be increased in about the same ratio as its demand price, 
in terms of product. But average productivity must change in 
the same ratio as total product F : hence, the proportional change 
in the total product F must be roughly equal to the proportional 
change in the demand price in terms of product of the second factor. 
It follows that a plausible estimate of elasticity of substitution 
in such a case is unity. 

Although this is the most plausible estimate in such a case, 
it is a very unreliable estimate. There is merely a presumption 
that where a third factor has no very close technical relationship 
(in the above sense) with the two others, its elasticity of substitu- 
tion with them will lie somewhere near urdty; how near, it is 
indeed difficult to establish by general reasoning : particular 
cases will require particular study. 

An estimate of l/i*, the significance of z, may be made by 
dividing an estimate of the proportion of sales proceeds going as 
wages to the factor «, by an estimate of the ratio of the wage rate 
of z to the value of its marginal product to the industry.^ 

This ratio may be estimated by calculating the 
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wage rate of 2 as a fraction of its marginal productivity to the 

1 


1 — 


firm (this fraction should Tbe - 


1 + 


JL* 


where rj' is elasticity of 


demand to the individual firm and s/ is elasticity of supply of z 
to the individual firm), and correcting for any divergence between 

O Jp 

and “ marginal productivity to the individual firm,” due to 

external economies or the possibility of entry of new firms to the 
industry.® 

Where there is a high degree of competition within the industry 
in the sale of product and hiring of the factor z, and where there 
are no substantial external economies, the wage of z should form 
a substantial fraction of its marginal productivity to the industry 
and the significance 1/ig will be nearly equal to the ratio of the 
total wages of z to total sales proceeds. The significance of z, 1 fig, 
will in general have a positive value. 

Ati estimate of jg, the stickiness in amount of the third factor, 
involves estimates both of the elasticity of supply of z, and of 

the elasticity of demand, in terms of product for z. 


Ez 


EZ. 


EZg^ const. 

where the amounts of the other factors are held fixed. 

^xy coDst« 

will usually be small and positive, since any increase in the amount 
used in the factor z when unaccompanied by any increase in the 
amounts of other factors is likely to decrease considerably the 

Let F' denote the product of a firm, and similarly let the addition of a dash 
to any symbol denote that the symbol refers to the individual firm instead of to 
the industry. Then in considering what amount z' to use of the factor z, with 
given amounts x'y' of the other factors^ the entrepreneur will maximise p'iF' — 
so that for a small change in z' : 

+ EE') == i'z'iEi' + Ez') 


■■■ +#') 


^ dz' ~ 


— f 


* The fact that the nximber of jfirms may vary is likely to noake ^ smaller, 

oz 

o jp 

and the existence of external economies is likely to make -5— larger than it would 

GZ 

Otherwise have been. 
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marginal efficiency of z. The elasticity of supply of z is also likely 
to he positive, so that usually jg will be positive and fairly large. 

It is, however, possible for jz, the stickiness in amount of z, to 
be negative in particular circumstances. For instance, stickiness 
in the amount of labour may be negative in Malay, where a decline 
in the demand for rubber may decrease wages and increase the 
amount of work done. In most cases, however, the elasticity of 
supply of the third factor will be positive, and the stickiness in 
amount of the third factor will be greater than the reciprocal of 
its elasticity of supply. Where stickiness in the amount of the 
third factor is negative Tjyx must be estimated direct from the 
formula ( 1 ), for in this case the Rules 1 , 2 and 3 become invalid. 

§ 12 . Under certain circumstances, yjyj. may have a negative 
value, and this should be interpreted as a value “ greater than 
plus infinity.” When rjyj. has a value “ greater than plus 
infinity,” it means that unless the demand curve for the industry’s 
product is upward sloping to the right, an increase in the amount 
of the factor x must decrease the demand in terms of money for 
the factor y. 

The value of rjyx cannot be “ greater than plus infinity ” if all 
the five quantities cTyx<ry^zJ,zjz are positive. But if one of them is 
negative, r}yz. may be greater than infinity, and whether it will 
be so depends on the relationship of the elasticity of substitution 
of y for X to the product of the four other quantities (namely, 
the elasticities of substitution with the third factor, the reciprocal 
of its significance and its stickiness in amount). 

We can see this by expressing equation ( 1 ) in the form 



"^yx will be greater than plus infinity if — h -5 < 0 where P is 

the product of the four other quantities, ay^gxieOe- There are 
thus three cases in which 'qyx will be greater than plus infinity : 

( 1 ) elasticity of substitution of y for x positive, but the product 
of the four other quantities negative and smaller than it in 
magnitude ; 

( 2 ) elasticity of substitution of y for x negative and smaller 
in magnitude than the product of the other four quantities ; 

(3) elasticity of substitution of y for a; negative and also the 
product of the other four quantities negative. 
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Tti the particular case where the elasticity of demand, for the 
industry’s product is infinite, an increase in the amount of the 
factor £c will lower the demand for the factor y in these three cases, 
in these oases only. Xhis result is only applicahle to the 
case of a closed community if the product of that community is 


homogeneous. 

§ 13. There are considerable difiiculties in extending the above 
analysis to the general case where rt factors are employed in an 
industry, ( 7 ^ > 3), since equation (1) then takes the complicated 
form 


n — 1 OT- — 1 

s s 


'Qyos 


= 1 S’. 


~A 


wliere j4. is the deterininaiit 


artd. where 


1 

1 

1 

1 

^yx 


<^yt 


1 

♦ m 

1 

1 


— 

CTzt 


1 

1 


1 

<Ttx 

o-te 

— itjt . . 

CFpuf 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

1 

1 

1 

• « 

CFtox 

n. 

CTttft 

^X2 • • 

. 


are the co-factors of the (ti — 1 )^ eleixients of this deterixiiaaiit, 
and. the notation of i’s and J’s is extended to the new factors. 

Since any estimate of 77 ^^ must involve a wide margin of error, 
it is probably wiser to treat all other factors as a single third 
factor and to allow a margin of error correspondingly wider.^ 

D. Gr. CncAMrEmsTOwisrE! 

Kirvg^s College^ Gambridge, 


^ Tlio proof of tliis fonrmla is escactly similar to tlie proof given for tlie case 
of tliree factors. 

® Altliongli tlie case wliere 4= factors are employed, miglit lie analysed in order 
to discover tlie effects of lieterogeneity in tlie tliird factor- 



A NOTE ON THE EQXJrLIBRHJlVr RATE OF INTEREST 

Monetasy theory has concerned, itself recently with two 
tashs — to lay hare in an existing situation the forces ma.lring for 
disharmony, and to provide some conception of the nature and 
the extent of disequilibrium at a given time. The saving- 
investment relationship of Mr. Keynes has been successful in 
helping towards these ends ; it rests upon a classification attract- 
ing attention to the significant movements of a changing situa- 
tion, and mirrors the results of these movements in the relation- 
ship inherent in the classification. Nevertheless, certain objec- 
tions can be urged : for example, that the classification is based 
upon the concept of a normal aggregate of profits, ■while it may 
be doubted whether the normalcy of profits can be referred 
solely to their extent without question as to their distribution.^ 
Again, the relationship only takes notice of a disequilibrium 
when its effects have been felt upon “ profits ” — it takes no 
account of “ forced ” investment (in stocks) or “ induced ” 
disinvestment (liquidation), the importance of which can be 
sho-wn by Mr. Hawtrey’s analysis. ^ 

The objection more closely connected -with the subject- 
matter of this note is that the relation does not summarise the 
causes of disequilibrium ; it is the result of a classification 
enabling those causes to be appreciated.® Maybe this should 
be thought unimportant; yet the following considerations arise. 
Disequilibrium is explained (or described) in terms of concepts 
that have satisfactory meaning only when referred to equi- 
librium conditions, and thus disequilibrium is not satisfactorily 
treated in terms of its own circumstances.^ 

To explain disequilibrium in terms of a discrepancy between 
the equilibrium and the market rates of interest promises an 

^ Tlie definitiveness of tlie relationsliip depends npon th.e definitiveness of 
tlie classification. 

® “ Consumers* Income and Outlay,** fTTie Manchester School, Vol. II, ISTo. 1 ; 
UPhe Art of Central JBanhing, pp* 84— 

3 Cf. ECawtrey, The Art of Central JBanhing, pp. 332—411. 

^ And tlie adoption of Mr. Keynes* classification preclndes concepts of saving 
and investment — ^following Mr. Kobertson (EIcoitomic JoTm-isrAXi, September 
1933) — wbicb relate tbem to tbe canses of diseqxdlibrixim- Eerbaps before tbis 
can be done we sball bave to realise tbat tbe value of ontpnt is a magnitride of 
comparative nnimportance to tbe monetary tbeorist. 
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alternative approach that may be free from such difficulties. 
The relationship of an existing disequilibrium to an existing 
discrepancy between these rates would provide a self-contained 
explanation of the causation as well as of the extent of dis- 
equilibriiim. It is clear that a concept of this nature could be 
capable of resolving difficulties that have not satisfactorily been 
met along more accustomed lines. 

It is the nature of an equilibrium rate of interest around 
which the problem centres. Just as it is the nature of saving and 
investment upon which it is difficult to decide. It is easy enough 
to see the use to which a satisfactory concept could be put : the 
difficulty is to give real meaning to something one deems it 
desirable to identify. 

To this end, various definitions of the equilibrium rate of 
interest have been attempted. Wicksell’s relation of the normal 
and equilibrium rates to the value of money has been rejected, 
because intrinsically it is no more than a restatement of the 
problem. !Mises, in his Theory of Money and Credit^ offers 
nothing that satisfactorily fills the place of the rejected definition 
of Wiclssell. He appears to agree with Wicksell that a dis- 
tinction must be drawn between the Money Hate of Interest 
and the Natural Hate or “ the rate . . . that would be deter- 
mined by supply and demand if actual capital goods were lent 
without the mediation of money.” ^ He further identifies the 
natural rate with ” the rate determined at the time by the whole 
economic situation.” ^ On the former. Professor Hayek makes 
the following observation : “If this . . . definition were correct, 
Dr. G. Halm would be right in raising the objection that a uniform 
rate of interest could develop only in a money economy.” ^ For 
my own part, the second is quite unhelpful. 

Mr. Meade ofiers a definition that gives a clearer guide to 
the me aning of the concept. “ A neutral money system is one 
which simply interprets the decisions of individuals, of com- 
panies or of the Government without, by its own action or 
inaction, making the effects of such decisions different from 
what they would have been in a non-monetary economy. A 
neutral money system is then, on the assumption of a constant 
population, one which maintains Final Incomes ( = value of 
output) constant. We shall see later how by lowering the rate 
of interest the banking system can increase and by raising the 
rate can decrease Final Incomes ; the equilibrium rate of interest, 

1 The Theory of Money anA Credit, p- 365. a Op. oit., p. 369. 

® Monetary Theory and tJie Trade Cycle, p. 210. 
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again on onr assumption of a constant population, is dejSbned 
as that rate which, keeps Final Incomes constant.*’ ^ 

Within this quotation two forms of definition are implied : 
the first sets up as a criterion for the operation of a monetary 
system the operation of a non-monetary system ; the second 
asserts that a neutral system maintains constant the money value 
of output — ^the equilibrium rate being the rate that satisfies these 
conditions separately or severally. It is likely that Mr. Meade 
has in min d in the first part of the quotation the necessity in a 
non-monetary economy for a reduction in consumption to result 
in investment. In such an economy, a decision to save is not 
only a decision to invest ; ^ it constitutes investment. But more 
is implied than this identity ; namely, that the “ interpretations 
of decisions ” by a monetary economy can be the same as by a 
non-monetary economy. In general, there is no presumption 
that this is so.® If a definition is to be formulated along these 
lines, it is necessary that the variety of decisions to be commonly 
interpreted should be indicated. If we take the two definitions 
together, constancy in Final Incomes is not a sufficient 
condition to ensure that the interpretation of decisions shall 
not be coloured by the presence of a monetary economy. If 
the second part of the definition is allowed to stand by itself, 
I do not feel that the concept we desire is brought very much 
nearer. Essentially, it would appear, the condition of constancy 
in Final Incomes is to ensure that a decision to economise should 
jfind expression in investment ; the provision that an increasing 
population shall be accompanied by expanding money incomes 
and Final Incomes is presumably to meet the difficulties of 
building money balances and circulating capital. If this line 
of inquiry is carried forward, it appears largely a matter of 
assumptions whether money incomes and Final Incomes should 
be expanded or remain constant.* A system must be judged 
neutral or active not according to some a priori criterion, but 
according to its appropriate relation with the behaviour of people 
in a monetary economy.® If we admit that the value of output 
should be altered with alterations in population, it is not easy 
to see why Final Incomes should not vary with changes in the age 
distribution of population, wdth alterations in the hours of work, 

^ (The Hate of Interest in a ^Progressive State^ p. 11. 

2 In a money economy, this is not so in other than a mystical sense. 

® Cf. Harrod, JBJoonomiea^ August, 1934, pp. 286-299. Also Hawtrey, op. 
cit.^ pp. 303—32. 

^ Cf. Hawtrey, op.' cit., p. 303 Money and Index-Humbers. 

s Cf. Hobertson, JEIconoTnica, November, 1934, p- 474. 
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and in tlie intensity of work, and with, variations in the quanta 
of other factors of production. Is there anything in the nature 
of changing population itself that identifies it as peculiar in the 
demands it makes upon monetary policy ? 

In relation to this conception of neutrality and of the equi- 
lihrium rate, it would appear that the level of Final Incomes is 
unimportant provided that no alteration is induced by some 
such disharmony as is indicated by an ineq^uality between Mr. 
Keynes’ saving and investment.^ If this is so, this interpre- 
tation of the equilibrium rate of interest is identified as closely 
akin to that rate existing when saving does equal investment 
(with Mr. Keynes’ definitions). I do not see that the concept 
can be applied directly to illuminate conditions of disequi- 
librium. ^ 

Finally, must be considered Professor Hayek’s concept, which 
has been used, I think, avowedly to throw light upon the mone- 
tary causes and the nature of disequilibrium. Professor Hayek 
says : “ Wicksell . . . correctly defined (the natural rate of 

interest) as ' that rate at which the demand for loan capital just 
equals the supply of savings.’ ” ® And, again, “ The * natural ’ 
or equilibrium rate of interest which would exclude all demands 
for capital which exceed the supply of real capital is incapable of 
ascertainment — ‘ Peal capital ’ stands here as the only short . . . 
expression which I can find for that part of the total money 
stream which is available for the purchase of producers’ goods, 
and which is composed of the regular receipts of the turnover of 
the existing producers’ goods . . . plus new savings.” ^ 

On the basis of recent discussions on monetary theory, the 
above cannot be judged definitions ; for they leave the reader 
to interpret for himself the meaning of “ savings ” and “ new 
savings ” : and, consequently, they do not allow him fully to appre- 
ciate the nature of Professor Hayek’s concept.® They merely 
indicate that the existence of a monetary, and more especially 
of a credit system introduces a degree of arbitrariness in the 
level of interest rates — an arbitrariness that has been appreciated 
during many years by Exchequers. Consequently, the imper- 

^ See, liowever. The JEtate of Interest in a I^rogressive State^ pp. 48—51, 

® This is not to suggest that Mr* Meade designed his concept for siich a 
purpose. 

® Idonetary Theory and the Trade Cycle ^ chap, v, para. iv. 

^ Trices and Troduotion^ p. 108 and n. 

« Cf. Ecoisiomic JoTJUisTAn, September and December, 1933 : Saving and 

Hoarding ” by D. H. Hobertson, and by J. M. Keynes, H. G-. Ha-wtrey and 
D. H. Robertson. 
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fection in definition of the equilibrium rate of interest does make 
unsatisfactory an explanation of disharmony couched in terms 
of a divergence between the market and equilibrium rates of 
interest- 

Two species of difficulty arise : the one connected with the 
elucidation of the concept — ^following imperfect comprehension 
of the mea ning of the definition — ^the other with the consequences 
of its application. 

The equilibrium rate of interest is identified not oaaly in 
conditions of equilibrium, however these conditions may be 
defined, but also in the various phases of industrial fluctuation.^ 
Evidently, then, we must imagine that during the boom ” 
period the situation is characterised, among other things, by 
the market rate of interest falling below the equilibrium rate. 
What must we understand by this equilibrium rate ? It is 
difficult to identify it with the rate which, under different cir- 
cumstances, would equate the demand for and supply of “ real ” 
capital were the system in equilibrium. Eor it appears certain 
that in times of activity the market rate will be substantially 
above this level, just as the depth of depression is accompanied 
by market rates substantially below it. If we can imagine that 
the closest approximation between the two rates will be given 
when industry is riding its most even keel, we are surely right 
in accepting this as true. Although Professor Hayek’s definition 
becomes most explicit under equilibrium conditions, this inter- 
pretation would explain “ boom by conceiving equilibrium 
rate in defect of market rate, and would, presumably, necessitate 
the conclusion that the period of production shrinks in times of 
more than usual activity. Clearly, this would seriously mis- 
construe Professor Hayek’s meaning. 

The following offers itself as an alternative. We can imagine 
the equilibrium rate to be that which would in the existing cir- 
cumstances equate the demand to the supply of “ real ” capital.^ 

^ Cf. ^Prices and Prod'uction^ Lectxire III, p. 65, quotation from Mises : The 

first effect of the increase of productive activity, initiated hy the policy of the 
banks to lend below the natural rate of interest is • * . to raise the prices of 
producers’ goods while the prices of consumers’ goods rise only moderately. . . . 
But soon a reverse movement sets in : the prices of consumers’ goods rise and 
prices of producers’ goods fall, the loan rate rises and approaches again the 
natural rate of interest.” Theorie des Qeldes zind der TJmlaufsmittel, 1912, p. 
431. 

Also p. 80 : Bet us assume that for some time, perhaps a year or two, the 

banks, by keeping their rate of interest below the equilibrium rate, have ex- 
panded credit, and now find themselves compelled to stop further expansion.” 

a Failing a suitable definition for this term, I am thinking of the supply as 
excluding at least some of the funds that owe their existence to a liberal bank 
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In conditions of “ boom,” therefore, this equiJibritim rate would 
lie above market rate, which, in its turn, would lie above that 
rate of interest appropriate to and maintaining equilibrium. The 
difficulty is to think of this rate as an equilibrium rate. The 
rate must necessarily be largely influenced by elements of dis- 
equilibrium inherent in the circumstances of the time.^ .As a 
corollary, the equilibrium rate would be a dependent ftmction 
of the market rate — the lower the market rate, the higher must 
we imagine the equilibrium rate to be, and vice versa. Even 
could we clarify our notions to give full meaning to such a con- 
cept, it would, I think, be misleading to recognise this conceptual 
rate as our equilibrium rate. Eor, in the first place, in any 
given situation, the rate could only be one rate out of many 
possible equilibrium rates, while, in the second place, the estab- 
lishment of the rate would not result in equilibrium. Nor is 
there any reason to suppose that the rate would survive into a 
position of complete monetary and economic equilibrium. It 
could be an equilibrium rate only in name. 

The enunciation of a satisfactory deflnition is, then, not the 
only problem confronting us. 

We turn now to Professor Hayek’s application of the equi- 
librium rate of interest. The theory of the trade cycle is based 
upon this elusive concept : how far can it be upheld in the light 
of the difficulties that appear to present themselves ? Essentially, 
the suggestion is that when market rate falls below equilibrium 
rate, industry is tempted to adopt a structure that cannot be 
held when market rate again rises, but which could be maintained 
were that market rate maintained. 

The real changes in industrial structure that Professor Hayek 
seeks to connect with a divergence between market and equi- 
librium rates can be given a different complexion if we adopt an 
approach free from this hypothesis. It may be thought that 
the alternative picture is equally in accord with the facts as we 


policy. For the purpose of this argument^ it is sufficient to know that the 
‘®real ” supply is less than the actual ” supply in times of ‘‘ boom,” and in 
times of depression more. 

^ Cf. Mises, op. p. 361 : “ . . . an increase of dduoiary media brings • . . 
a redistribution of wealth. ... So far as these factors enter into consideration, 
an increase of fiduciary media does cause a diminution of even the natural rate 
of interest, as we could show if it were necessary.” (This gives us licence to 
think of an equilibrium rate consistent only with disequilibrium conditions.) 

Also Hayek, op. p. 80 : The rise of the prices of consumers* goods will 

offer prospects of temporary profits to entrepreneurs. They will be the more 
ready to borrow at the prevailing rat© of interest.** 
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know them. If this is so, then our understanding of the concept 
cannot rest solely upon its explanatory value. ^ 

In the first place, we may explain the initial movement 
towards “ boom ” in terms of an optimistic tendency towards 
increased stocks, a rise in the equilibrium rate, a disparity 
between saving and investment or a release of cash by traders 
towards increased long-term investment, or possibly in terms of a 
disparate movement of the real rate of wages and the productivity 
of labour. In all these cases, there will be a tendency for business 
to become, for the time, more profitable. And, initially, at any 
rate, the individual trader is not in a position to know that the 
appearance of things is a deceit. There is, then, provided a motive 
for the expansion of productive activity. Logically, the only 
means by which this expansion can be attained is by the use of 
more ** capitalistic ” methods — by economising in the use of 
labour, the factor of natural scarcity. Except in circumstances 
of depression and unemployment, any other method must 
be frustrated. But, at the time, the economic system will not 
force a realisation of this difficulty — as it will do under the 
conditions generally assumed. The motive for expansion is the 
incentive for the laying down of new plant, the stocking of 
plant with raw materials and semi-finished goods, and the expan- 
sion of industries benefiting most from these preparatory activities. 
The more successful these efforts, the greater will appear their 
chance of profitable exploitation. ^ 

It is difficult to believe that the new capital can be appropriate 
to more normal conditions. In the first place, the existence of 
abnormal profits will lead to an over-estimation of the extent 
of profitable production of a given commodity. There is thus 
the likelihood of undue duplication of plant, and, in addition, 

1 When considering the facts of disequilibriiim, the differing experiences of 
different countries shotild be taken into consideration. Despite the low yields 
on equities, the rate of interest in the British Empire and in the XT.S.A. was 
considered high during the recent boota/’ But the flow of capital from the 
well-developed countries to those suffering from capital shortage — a flow con- 
sequent in many ways upon boom ” conditions — ^may have made the time of 
prosperity in the latter a time of (transient) low interest rates. This may he 
explained as an under-valuation of risk in times of optimism and an over- 
valuation in times of pessimism. The sudden changes between popularity and 
■unpopularity of foreign investment are not necessary features of industrial 
fluctuations — ^though they may constitute aggravations of the basic problem on 
which we must reckon, 

2 The willingness to continue the purchase of instruments of production, 
themselves rising in price, can be explained in a variety of ways. But if we 
wish satisfactorily to explain what happens in actuality, I suggest we must 
continually he aware of the conditions in which boom ” flnds different in- 
dustries. 
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the creation of plant to satisfy wants not raiaked. as sufficiently 
urgent by the community. The disappearance of excess profits — 
and, even more, the appearance of depression — will make these 
activities unprofitable.^ In the second place, there will be 
mistakes in costing, as a consequence of the distortion that 
“boom” promotes. The “boom” gives a misleading view of 
many openings for profitable investment, and induces, by means 
of the high interest charges willingly incurred, the economic 
system, and the banking system, to provide more resources for 
investment. Thus funds raised on bonds and notes are at the 
cost of high interest charges. On the other hand, the current 
real cost of the labour that will, in the future, be needed to 
work new and extended plant will be abnormally low.® There 
is thus the possibility that plant will be laid down to meet the 
costing requirements of a period of transition. I think, there- 
fore, that we have to face the possibility of an actual shortening 
of the period of production.® There can, however, be little 
doubt that to stress too strongly this possibility would be mis- 
leading. Technical considerations of company finance make it 
desirable and the circumstances of the stock market make it 
propitious to finance expansion largely out of the proceeds of 
equity issues.^ Tor well-discussed reasons, the real cost of 
employing labour may transiently be higher than the presence 
of a wage lag would lead one to assume; while the more far- 
sighted of employers will be aware that the current rate of wages 
is not only something of an anomaly in the given situation, but 
also very seriously under-estimates the difficulty that will be 
experienced in getting a greater labour supply. Again, the 
catering for a larger market will in itself be a reason for the 
employment of more roimdabout methods, while the under- 
estimation of risk in “ boom ” will give technicians the oppor- 
tunity they seek for the trial of new methods. Thus, for a 
variety of reasons, the forces arising from economic distortion 
may meet with obstacles. 

^ Th,e “ boom ” of 1928—29, in this country, gave many examples of this 
variety of enterprise whiob -will readily be recalled. 

® This is not a monetary phenomenon, but is the result of the mechanics of 
the economic system. 

® Suspicions of this possibility are not completely dispersed by appeal to 
experience — at any rate, in this country. Concerns whose finances make 
necessary a resort to the bond market are, in fact, likely to economise in the 
use of capital and resort to less “ e£&cient ” methods of production. 

* Whether or not this course is adopted is largely a technical question and 
has no immediate relevance to the rate of return. An issue of £1 shares at 40s. 
to yield 4 per cent, would be more likely than an issue of shares of the same 
nominal value at lOfi. to yield two per cent. 
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If we continue this line of argument, "we should, expect that a 
return to monetary normalcy, were that possible, would uncover 
an economic situation of some confusion. The rise in real w'ages 
would undermine the profits of those concerns which were led 
away by false expectations. And high interest rates — and the 
much higher real cost of debenture service and the like — ^would 
have the same effect. The result must be to halt and, eventually, 
reverse the process of investment. This fact, in conjunction 
with the arrival of a general depression, throws a veil over a real 
difficulty that we can imagine might confront the economic 
system.^ A return to normality might be expected to disclose a 
technical insufficiency of labour for the operation of the capital 
amassed in depression. But for other reasons, also, this is not 
made evident. Some of the “ boom ” creations do not reach 
maturity; others are liquidated and put, wholly or in part, out 
of production. High labour costs force a process which is helped 
by the fall in interest rates — ^those firms whose finances are 
sufficiently strong will substitute capital for labour; while the 
redistribution of product will be furthered by the liquidation of 
overhead charges, by schemes of capital reduction, by arrange- 
ments with creditors or by funding and conversion operations.® 
Finally, we might have to admit that a state of over-pro- 
duction existed in certain industries. Over-production, first, in 
the sense that industries are designed to produce more than 
society can allow ; secondly, that output has been (or more 
truly, would be) reached in a manner that precludes the possi- 
bility of satisfactory remuneration to all factors.® 

Such an interpretation might very well be rebutted. If, for 
example, in times of “ boom,” market rate does stand below 
equilibrium rate — ^in some ideal sense — ^then it may be possible 
to see an abortive lengthening of the processes of production. 
But it is not easy to comprehend how so great an upheaval is 
made to depend on apparently so slight a cause. A fall in 
market rate will lead to a lengthening of productive processes 
because production becomes more economical to the entre- 
preneur in that way. Consequently, it may be supposed, loans 

^ We have to remember, here, that ** boom begins as a recovery eating its 
way into depression. 

2 These are tendencies easily enough recognisable in the later stages of 
depression. 

® Could we imagine production eneoui’aged by a fall in the rate of interest 
and unaccompanied by easy profits, then the situation would be quite different. 
Such a happy conclusion is impossible : jfirst, because of a scarcity of capital in 
normal times, and, secondly, because a boom is essentially the embodiment 
of just such disharmonies. 
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are raised at low rates — ^partly on long terra, and partly from 
banks and as credits from associated companies and others. 
When interest rates move upward once more, long-term loazis 
will still carry the favonrahle rate, and short-term loans only 
can be affected immediately. Other things being eqnal, a 
process of production that was profitable with a two per cent, 
interest rate during “ boom ” will remain profitable at that 
interest rate under more normal conditions. Thus, the only 
consequence that one ought to expect appears to be a redirection 
in the investment of obsolescence allowances. And technical 
considerations will probably tie a significant proportion of these 
to specific uses. It is, of course, possible that higher charges 
on short-term loans will render “ long ” processes unprofitable. 
But this is unlikely. Short-term interest rates, it is well known, 
comm only vary inconsiderably. iMoreover, business is likely 
to be liquid after the flotations of prosperity. In any event, 
higher charges on borrowings for short term will not generally 
be a sufficient incentive to jeopardise the productive possibilities 
of a plant in which large amounts of capital are inevitably tied. 
They only provide an added reason for redirecting investment 
as that becomes possible. 

J.a.oe: St.ajb’E’OBd 

TJ nvuersil/y , 

JMa/nchester. 



THE IMPORTANCE OF SEASONAL VARIATIONS 
IN EMPLOYMENT IN THE UNITED KINODOM 

1. Tece moiitlaly aggregate returns of insured, persons un- 
employed in Great Britain sEovr only a very sliglit seasonal 
variation, and comparison witli tiie Tinemplo 3 rment figures for, 
say, Germany or Sweden suggests at first sigiit tliat seasonal 
fl.uotuations in Great Britain are of almost negligible dimensions. 
Tbe difference between the percentage out of work, in tbe montb 
of bigbest unemployment during tbe year and tbat in tbe montb 
of lowest unemployment averaged only 1*8 over tbe period 1924 
to 1929. It seems to be generally beld tbat tbe absence of any 
considerable seasonal variations in tbe aggregate unemployment 
figures means tbat tbese variations contribute only an insignificant 
element to tbe general problem of industrial fluctuation and 
xmemployment. Conseq^uently, in discussions of unemployment, 
seasonal fluctuations are commonly mentioned only to be dis mi ssed, 
and are analysed only to be “ eliminated.” 

Closer study, however, makes it clear tbat seasonal fluctuations 
play a mucb more prominent part in tbe economic problems 
of tbis country tban a cursory inspection of tbe aggregate un- 
employment returns migbt suggest. Tbe slight amplitude of 
seasonal variation in total employment is due not to tbe absence 
of markedly seasonal industries but to tbe fact tbat tbe seasonal 
patterns so coincide tbat seasonal industries almost compensate, 
statistically speaking, for each other ; there is not a montb in 
tbe year in which there are not some industries enjoying their 
busy seasons, and others undergoing slack periods. Now if 
there were complete and rapid mobility of labour between indus- 
tries, if coal-miners applied themselves to selling ice-cream in 
the summer-time and bricklayers became professional footballers 
in the winter, then indeed the balance of seasonal unemployment — 
due to the small net seasonal variation in total employment — 
could reasonably be disregarded. In fact, however, tbe extent 
of seasonal mobility between industries is very slight indeed 
and “ dovetailing — one of tbe classical remedies for seasonal 
unemployment — ^in practice only takes place on a very small scale. ^ 

^ A distirLction sliOTild. “be drawn, between tlxe 'wholly seasonal industries, sncli 
as worlc in Holiday resorts, or fmit-picking, for wHich. lalboizr is to a considerable 
extent recruited from among persons otHerwise employed during tlie rest of tHe 

ISTo. 178. VOL. XX. V. T 
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To estimate the real importance of seasonal fluctuation in 
employment, then, we must start not with the totals for all 
industry but with the figures for individual industries. We can 
find first what industries are subject to seasonal variation ; next 
we must find out how much seasonal unemployment there is 
in each of these industries ; then, to reach a total for all industry, 
we must disregard the statistical accident by which the industries 
which are busy in summer approximately compensate for those 
which are slack, at that season, and vice versa, and must add 
together the figures of seasonal unemployment obtained in each 
separate industry. In this method of calculation it is, of course, 
assumed that there is no mobility at all between industries but, 
on the other hand, that there is complete mobility within each 
industry. This latter assumption is clearly untrue, for it often 
happens that one section of an industry is busy while another 
branch is slack and yet that no balancing movement of workers 
takes place. The two partly erroneous assumptions thus tend 
to correct each other. An “ industry,” as defined for the purpose 
of unemployment insurance statistics, is in any case a partly 
arbitrary classification ; while some industries are compact and 
homogeneous, others cover a large variety of branches, each of 
which might claim to be regarded as a separate unit. 

2. H.<yw many industries are subject to seasonal variation ? 

To find the seasonal movement in each industry covered by 
unemployment insurance the numbers employed monthly were 
obtained by subtraction of the unemployed from the estimated 
numbers insured. The percentage deviations of monthly em- 
ployment from a twelvemonth moving average were then calcu- 
lated for the period 1924r-32 in respect of every industry. This 
method of extracting the seasonal movement is adopted because 
it shows most clearly the important changes in amplitude and 
pattern of seasonal fluctuation (if any exists) from year to year ; ^ 
more refined statistical instruments might be employed, but in 
view of the nature of the material would probably not be justified. 


year, and the partially seasonal industries, such as Building or Motor manufacture, 
in which the majority of workers are employed all the year round, and between 
which little dovetailing of labour takes place- The former class represent a 
special, but only a small part of the problem of seasonal unemployment as 
understood in this article. 

1 This consideration renders the link relative method (used for eliminating 
seasonals in employment series by the London and Cambridge Service) less 
useful than the deviations method when the object is to study seasonals in them- 
selves and not to eliminate them. 
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We may describe as “ seasonal ” industries those in which 
the deviations from the moving average show a similar pattern 
year after year, even if the amplitude of the variation is small. 
By this test, 63 out of the 100 industries into which the insured 


Table I. 

Amplitude and JPattern of SeasoTial Fluctuation in the 26 
Frincipal Seasonal lyidustries {U.K.). 


(X> 

(2) 

Average 

number 

(3) 

Mean of 
Monthly % 
Deviations 
from moving 
average of 
Employment, 
1924-32. 

(4) 

Bange ^ of Seasonal 
Variation as % 
of Insured. 

(5) 

Seasonal 
Peak Month 

(or Months). 

(6) 

Seasonal 
Dow Month 
(or Months). 

Indiastiry- 

emploved, 

1932. 

Ca) 

1924-32. 

1930-32. 

1 

Coal-minmg 

687,700 

2*7 

12-7 

16-3 

Jan.— Feb. 

June-July 

Suilding • . . 

609,600 

2-7 

9-3 

8-7 

May— June 

January 

Public Works Oontraot- 
ing 

Bric^ Pipe, Tile, etc. 

174,000 

1-9 

10-8 

14-0 

June 

January 

making . 

68,000 

1-3 

7-2 

4-5 

July 

January 

Siupbuilding and lie- 
pairing . 

67,000 


12-0 

15-3 

April 

October 

Motor Vehicles . 

201,300 


6-0 

7-S 

April 

August 

Tram and Bus Service 

168,900 


4-7 

3-7 

July 

Jan. andNov, 

Other Bead Transport 

162,000 


4-2 : 

3-3 

June 

January 

Shipping . 

105,300 


6-1 1 

6-1 

June 

Deo.— Jan. 

Bock, Harbour, etc. 
Service • • • 

109,400 

1-0 

6-0 

6-0 

December 

May 

Bistributive Trades 

1,704,900 

0-5 

4-4 1 

3-5 

June-Aug. and 
December 

June-Aug. 

February 

Hotel, Public-house, 
etc. Service . 

316,700 

2-0 

1 

i 

6-9 

6-4 

! 

November 

Baundries, Byeing, etc. 

135,200 

0-4 

3-1 

2-2 

June-July 

■ November 

Cotton 

368,200 

3-1 

11-9 

19-4 

Mar. and Hov. 

1 August 

Woollen and Worsted. 

185,100 

2-1 

9-7 

13-1 

Mar.— April and 

! July 

Binen 

66,000 

3-2 

17-6 

25-5 

Hov.— Dec. 
February 

July 

Tailoring - 

178,600 

3-4 

10-8 

10-8 

April— May 

January 

Bressmaking and Mil- 
linery . 

92,800 

1-6 

1 6-4 


' May 

January 

November 

Hats and Caps . 

30,200 

2-1 

1 9-7 


May 

Boots and Shoes 

109,600 

0-9 

8-8 

1^1 

April 

July 

Bread, Biscuits, Cakes, 
etc. 

140,400 

0-5 

3*0 

3-0 

July— Aug. 

1 Jan. -Feb. 

Other Food Industries 

100,600 

1-2 

5-8 

4-6 

July and Oct. 

January 

Brink Industries 

93,200 

0-3 

2-6 

2-3 

July and Deo. 

Jan.— Feb. 

Furniture and Uphol- 
stery 

106,600 

0-7 

4-0 

3-2 

Nov,— Deo. 

Jan.-Feb. 

Hlectric Cables and 
Apparatus 

I 102,400 

0-6 

G-5 

5-9 

December 

Jan.— April 

Printing, Publishing 

and Bookbinding . 

253,900 

0-4 

2-8 

2-0 

July and Dec. 

Jan.— Feb. 


^ Average difference between seasonal peak and low. 


population is divided by the Ministry of Labour come within 
the definition of seasonal industries. These 63 included in 1932, 
9,834,000 persons, or 77 per cent, of the total insured. In 20 
more industries, including an additional 13 per cent, of the insured 
population, there are distinct signs of seasonal variation, but the 
seasonal swing is very irregular and the pattern alters appreciably 

T 2 
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from year to year. In sliort, then, over three-quarters of the 
insured population are attached to industries subject to a regular 
and well-defined seasonal movement, while 90 per cent, are 
attached to industries subject to some degree of seasonal variation. 

Some standard of measurement is needed by which the 
seasonality of different industries can be compared. To obtain 
such a standard we must first find the normal or average seasonal 
variation in each industry. This can be arrived at by taking 
the average deviation from the moving average in each month 
over the period 1924—32. The extended median (mean of the 
central three or four values) is probably the best average to take, 
since it is not influenced by extreme values which may be due 
to exceptional circumstances and at the same time is not, like 
the simple median, affected by the accident of the value in any 
single year. 

To measure the amplitude of seasonal fluctuations in each 
industry, either the mean of the average deviations or their 
range {i.e. the difference between the highest and lowest values) 
may be used. The mean deviation is probably the most satis- 
factory measure of variability. In Table I the mean deviation 
and the range of seasonal variation are given in respect of the 
largest seasonal industries. Tailoring, if mean deviations are 
compared, has the greatest amplitude of fluctuation, but Cotton, 
Linen, Building and Coal-mining are almost equally affected. 
On the other hand, the Distributive trades and Printing and 
Publishing, though regularly seasonal, show only very small 
amplitude of fluctuation. 

3. How important, in the aggregate, are seasonal jiuctuations 
in the economic system ? 

As a first answer to this question, we can estimate the total 
number of persons who experience some unemployment on account 
of seasonal fluctuation during the year. Let us first assume that 
at the seasonal peak month in any particular industry there is 
no seasonal unemployment, and that all unemployment in the 
year in excess of that at the seasonal peak is to be regarded as 
“ seasonal unemployment.” ^ The seasonal peak and trough 
are defined as the months in which the average deviations of 
employment from the moving average are respectively greatest 
and least- In each of the 63 regularly seasonal industries, in 
each year from 1924 to 1932,2 ^an then find the difference 

^ The trend will affect the figures to some extent, so that the results for any 
individual year must not be unduly stressed. 

® 1926 is generally omitted from the calculations. 
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between the number employed at the seasonal trough and that 
at the seasonal peah. This figure represents the maximum 
number of persons seasonally unemployed during the year, that 
is the range of seasonal variation. The figures in respect of all 
63 seasonal industries are then added together. 

It appears that on this basis from 600,000 to 850,000 persons, 
or from 6 to 7 per cent, of the insured population, are affected 
at some time during the year by seasonal unemplo 3 rment (see 
Table II). The total varies from year to year, being on the whole 
higher during the slump years 1930—32 than from 1924—29. 

Table II. 


Total Range of Seasonal Variation {U.K.). 



(1) 

Sum of Differences in Numbers employed 
between seasonal peak and seasonal low 
months in 63 Seasonal Industries. 

(2) 

(1) as % Total Insured 
Population. 

1924 . 

603,006 

5-2 

1926 . 

746,651 

6-3 

1927 . 

586,853 

4-8 

1928 . 

596,423 

50 

1929 . 

592,360 

4-9 

1930 . 

838,692 

6-8 

1931 . 

856,605 

6-7 

1932 . 

720,230 

0-6 


The figures above indicate the maximum number of persons 
subject to seasonal unemployment ; they are not all unemployed 
at the same time. To relate seasonal to total unemployment 
some estimate of the average amount of seasonal unemployment 
must be reached. We may assume again that at the seasonal 
peak in each industry in each year there is no seasonal unem- 
ployment, and that the amount of seasonal unemployment in 
each month is measured by the extent to which employment 
falls short of employment at the seasonal peak of the same year. 
!For each industry we can arrive at an estimate of average seasonal 
unemployment in a particular year by averaging the monthly 
differences between actual employment and that at the seasonal 
peak. A total for all industry can be reached by adding together 
the averages for the individual seasonal industries. These calcula- 
tions have been made in respect of three years, 1924 and 1928 — 
regarded as “ normal ” post-war years — and 1932 — a depression 
year. The figures in Table II show that these years are reasonably 
representative . 

The average number of persons seasonally unemployed in 
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all insured industries, estimated by tbe method described, was 
218,000 in 1924, 237,000 in 1928 and 301,000 in 1932 (see Table III). 
As percentages of the insured population, these totals represent 
1-9, 2*0 and 2*3 per cent, respectively (see Table IV). About 
2 per cent, of the insured population, the figure being rather higher 
in the slump year 1932, are on the average unemployed on account 
of seasonal fluctuation. The proportion may not appear very 
considerable ; we must relate it, however, to the total unem- 
ployment, for we want to discover what contribution seasonal 
fluctuations make to the general problem of unemployment. 
Average seasonal unemployment represented 18*1 per cent, of 
average total unemployment in 1924, 18*3 per cent, in 1928 and 
10*6 per cent, in 1932 ^ (Table III). 

There is, then, no doubt that seasonal fluctuations account 
for a very considerable part of the whole problem of unemploy- 
ment. In the “ normal ” post-war years 1924 and 1928 almost 
one in five of the unemployed was out of work on account of 
seasonal fluctuation in the industry to which he was attached. 
In the depression year 1932, seasonal unemployment increased, 
but increased much less than non-seasonal unemployment. The 
relation between seasonal and cyclical fluctuations will be discussed 
in more detail later. 

Table III. 


Average Seasonal Unemployment in 63 Seasonal 
Industries {U.K.). 



1924. 

1928. 

1932. 

1. Average Monthly Seasonal Unemploy- 

ment ...... 

2 . Average Monthly Total Unemployment . 

217,800 

1,202,800 

236,600 

1,290,200 

301,200 

2,828,650 

3- Average Monthly Seasonal Unemploy- 
ment as % Average Monthly Total 
Unemployment .... 

18-1 

18-3 

10-6 


Table IV. 

Seasonal Unemployment as % of Total Insured Population 
in each Month : 1924, 1928 and 1932 {U.K.). 



Jan. 

Feb. 


Apr. 

May. 

June. 

July. 

Aug. 

Sept, 

Oct. 

Nov. 

Dec. ] 

i 

Average 
for year. 

1924 . . 

3-4 

2-6 

1-8 

1-5 

1-2 

1-2 

1-5 

1-8 

1-9 



1-8 1 

1-9 

1928 , . 

1-6 

1-4 

0-7 

0-7 

1-1 

2-1 

3-0 

2-8 

2-6 



2-2 ! 

2-0 

1932 . . 

2-7 

2-4 

IH 

m 

2-2 

2-4 

3-0 

3-2 

2-9 



2-0 i 

1 

2-3 


^ It should be noted that since we have excluded the 20 industries with an 
irregular but none the less apparent seasonal fluctuation, we are somewhat 
minimising the real extent of seasonal unemployment. 
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4. The JPattern of Seasonal Variation in Employment. 

The general pattern of seasonal fluctuations in employment 
is as follows : ^ in January most industries are depressed, the 
only important exceptions being Coal-mining and Cotton. In 
February winter depression starts to lift and in March the 
spring boom in the Clothing trades. Motor manufacture, W^ool 
and Shipbuilding begins to become apparent ; the Building and 
Build ing Material industries do not begin to become really active 
till about a month later. In June or July a summer recession 
begins in Clothing, Motors and Textiles, but Building, Boad 
Transport, Food and Drink trades and Hotel Service (all 
except Building being affected by summer holidays) continue 
active through the summer. Coal-mining is slack all through 
the spring and summer. In ISTovember and December activity 
increases in Coal-mining, Textiles and Motor manufacture, and 
in those industries affected by the Christmas spurt in demand — 
e.g. Musical Instruments, Hosiery, Electric Cables (which includes 
radio apparatus) and Tobacco. Building and Building Materials, 
Shipbuilding and Hotel Service, on the other hand, are depressed. 
The net result of these fluctuations is a low level of total employ- 
ment in January followed by a considerable spring peak. In 
late summer comes a second slack season, while in late autumn 
and at Christmas total employment revives. The direction of 
the net change from one month to another often varies from 
year to year, but the fall in employment in January, the rise in 
February and March, the fall in July and the increase in December 
are almost invariable in post-war years. 

5, Changes in Seasonal Variation. 

Seasonal variation is not necessarily a stable and permanent 
characteristic of a series. Alterations in markets, in organisation 
or policy, in technique, in labour supply or in the general level 
of unemployment may have marked effects on the seasonal 
curve. The two most important questions relating to changing 
seasonal fluctuations in British industry seem to be : {a) Is the 
seasonal element becoming more or less signiflcstnt % (6) What is 

the relation between seasonal and cyclical fluctuations 1 

{a) A complete answer to the first question can only be given 
in respect of the post-war period, for which the unemployment 
insurance returns are available. From 1930, however, the seasonal 
movement has been affected by the cyclical depression, so that 

^ See Table I for the peak and low months in the principal seasonal 
industries. 
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for a study of trend in seasonal variations we are restricted to 
tlie years 1924—29. 

Study of the seasonal movement in post-war unemployment 
insurance statistics shows that in no industry is there any signi- 
ficant change in amplitude of seasonal variation from 1924 to 
1929. A change, however, has taken place in a less direct way, 
for certain seasonal industries have declined in importance during 
the period while others have expanded. 

The 63 seasonal industries can be divided into three groups 
according to amplitude ^ of seasonal variation (see Table V). 
The first group includes the 15 most seasonal industries, and total 
average employment in that group declined during 1924—29. 
The second group includes the industries numbered 16 to 45 in 
order of seasonality, and total employment in this group has 
slightly increased. Total employment in the third group, in- 
cluding the 18 least seasonal industries, increased considerably. ^ 


Table V. 

Trend of Seasonal Industries : 1924—29 {U.K.). 



Average 

Employed (OOO’s). 

% change. 
+ or — in 
numbers 
employed. 

1924. 


Seaeoxial Industries 1 to 15 in order of seasonality 
„ „ 16 to 46 „ 

» 46 to 63 „ 

3,355 

1,828 

2,660 

3,190 

1,856 

3,161 

— 4-9 
+ 1-5 
+ 18-8 


It appears, then, that while there are no general forces making 
directly for greater or less stability in seasonal industries, yet the 
changing balance of seasonal industries within the economic 
structure is tending indirectly to diminish the importance of 
seasonal fiuotuation. 

(6) There is evidence of a distinct correlation between cyclical 
and seasonal fiuctuations. We may compare first the range 
of variation during the slump years 1930—32 with the average 
for the whole period 1924-32 (Table I). Of the 26 principal 
seasonal industries, nine (including most of the largest manufactur- 
ing industries except Building) show an increased range of varia- 
tion during the depression and three (not of the largest) show a 

^ Mean, deviations from moving average (see Table I, column 3). 

® "^e decline in Coal-mining (a highly seasonal industry) and the expansion 
in Distribution (an industry with only very slight seasonal variation) contribute 
largely to this result. 
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marked diminution of seasonality.^ The tendency for seasonal 
fluctuation to increase in years of high general unemployment 
is evident although it does not apply to every industry indis- 
criminately. 

Again, the total number of persons affected by seasonal 
unemployment (Table II) averaged 6-4 per cent, of those insured 
in 1930—32 compared with 5-7 per cent, during 1924^32. Average 
seasonal unemployment (Table IV) increased from 1-9 per cent, 
of the insured in 1924 and 2*0 per cent, in 1928 to 2*3 per cent, 
in 1932. At the same time seasonal unemployment was a smaller 
proportion of total unemployment in 1932 than in 1924 or 1928 
(Table III), since the seasonal variation increased in amplitude 
less than total unemployment. ^ 

The reasons for the increase of seasonal fluctuations in times 
of cyclical depression are fairly clear. When prices are falling, 
the tendency is naturally to hold off the market ; buyers are 
likely to avoid so far as possible the holding of stocks, orders 
are given in small lots and “ hand to mouth ” buying and manu- 
facturing becomes general. Where seasonal fluctuations already 
exist, the effect of these influences is an even greater bunching 
of orders around the peak season, while the advance orders which 
normally help the manufacturer to fill slack times are reduced. 
Moreover, the surplus of unemployed workers facilitates seasonal 
operation; no difficulties are likely to be met by employers in 
finfliug adequate supplies of labour to meet the demand of the 
peak season. In periods of rising prices, on the other hand, all 
these tendencies are reversed. 

6. Implications. 

The implication of this statistical analysis of seasonal un- 
employment in the United Kingdom is that seasonal fluctuation 
contributes a larger share to the unemployment problem than 
is usually realised. Indeed the effect of seasonal fluctuation 
on the unemployment figures for all industry is far greater than, 
say, the post-war loss of export markets for coal or for cotton 
or the consistent depression in shipbuilding. The qualitative 
effects of seasonal fluctuation are less easy to estimate. It is 

^ Differences of 1 per cent, or less in range of variation are not taken into 
account. 

^ Tlie same correlation "between cyclical and seasonal ductuations can be 
found in th.e pre-war Trade Union Tmemplo 3 nxLont series. Tlie association has 
also been noticed in Polish series and in Danish, Dutch and Norwegian unemploy- 
ment returns. See J. Wisniewski, JEjConometriha, April 1934; Dindberg, Inter- 
nOfHonctl labour Review^ April 1934. 
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true that the unemployment thereby caused is met largely by 
systematic short time ; it is fairly widely distributed industrially 
and geographically, while unemployment in Coal-mining and other 
declining industries causes great pools of localised depression 
and the social and economic ruin of whole districts. Yet, to 
the worker, seasonal fluctuation means an uncertain and irregular 
income and, often, a considerable amotmt of casual and semi- 
casual labour. To the Arm, seasonal fluctuation means that 
sufficient plant must be installed to deal with a peak load only 
attained for perhaps a few weeks in the year, and therefore that 
overhead costs are likely to be high.^ The consequent waste 
of labour and resources, though often regarded as permanent 
and inevitable, may nevertheless be serious. 

It is certain, moreover, that seasonal fluctuation is not alto- 
gether unavoidable ; a great deal of the unemployment which it 
causes might well disappear if concentrated efforts were made to 
stabilise activity in seasonal industries. The ultimate causes of 
seasonal fluctuation are no doubt in most cases climatic, but other 
elements, much more amenable to treatment than the processes of 
nature, must share the responsibility. The concentration of the 
demand for the services of painters and decorators in the spring, 
and the sudden rush of orders for new suits of clothes just before 
holidays, for instance, are not wholly attributable to the climate. 
T’ashxon, too, plays a large part, since a concentrated and fickle 
fashion demand cannot be anticipated by the building up of 
stocks. Again, the marmer in which an industry meets a seasonally 
varying demand depends largely on its organisation. In a highly 
competitive industry the variety of products is likely to be great 
and few firms will be able to forecast the demand for each of their 
own lines. But the large firm takes a smaller risk in manufactur- 
ing in advance of demand, and can more easily finance the holding 
of stocks than the small concern which must often live on its 
orders from hand to mouth. 

Since many of the factors responsible for seasonal fluctuation 
are within human control, there are opportunities for reducing 
the harmful and costly consequences of irregular activity. 
Government agencies, especially the Employment Exchanges, 
can help a great deal in the attainment of stability ; for the most 

^ Emplo 3 maent statistics, whicli take no account of hoiars of work or of 
intensity or speed of work, probably tinder-estimate considerably the fluctuations 
in production. Eor the United States Euznets shows that while average employ- 
ment falls below employment at the seasonal peak by 4 per cent., production (in 
manufacturing industries) falls below the seasonal peak by 12 per cent. Seasonal 
Variations in Indmstry and Trade, pp. 348 and 364. 
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part, liowever, tlie re<i\ictioii of seasonal flnotxiation is a matter 
for tlie internal policy and ad.ministration of seasonal industries. 
In most of these industries some firms can be found which are 
already with considerable success smoothing out the seasonal 
peaks and valleys, but there can be little doubt that there is 
scope for the much wider extension of this k±nd of industrial 
planning. 

CmtlSTOrECBE, SAUlS’nEBS 

Economics Rcsea/rcTt Section, 

JJnivcTsity of JSdLancJhest&r. 



PROBLEMS OF FEDERAL FINANCE IN 

AUSTRALIA 

T tttb “burdens of war finance and tbe increased social responsi- 
bilities of modern States have made tbe adjustment of tbe financial 
relations of tbe Federal authority and its constituent members in 
a federation increasingly difficult. In tbe Commonwealtb of 
Australia, wbere tbe States bave substantial powers and beavy 
responsibilities under tbe Constitution, mucb effort bas been 
expended in reaching a solution during the last twenty years. 
In 1927 a new basis for tbe financial relations of tbe States and the 
Commonwealtb was found in what bas come to be known as the 
Financial Agreement. In tbe EooisroMic JconaiTAii for 1927 I 
discussed tbe circumstances leading to tbe adoption of this agree- 
ment by tbe States and tbe Commonwealtb, and outlined its main 
provisions. Up to tbe present, the Commonwealtb payments to 
tbe States under tbe Financial Agreement have been greater than 
tbe payments that would bave been made under tbe old per capita 
system of 25s. per bead. But tbe depression has operated more 
harshly on State finance than on Commonwealth finance. Tbe 
Commonwealth bas been able to impose a drastic additional tax on 
property income, a primage duty on imports and a sales tax, tbe 
latter being a form of taxation open to tbe Commonwealth but 
not to tbe States. Tbe Commonwealtb was also assisted by the 
suspension by tbe British Government of payments in respect of 
war debts. Tbe total relief to the Commonwealth budget from 
these sources amounted in 1931—32 to more than £21 m. 

Tbe States, on tbe other band, bave benefited by the fixed 
payment from the Commonwealtb to them at a time when prices 
were fall in g. They bave also been assisted recently by tbe heavy 
conversion of Australian securities on the London market. But 
they bave bad to bear the main burden of unemployment expendi- 
ture during tbe depression, and the losses on their State enter- 
prises bave inevitably increased. In general, they bave no new 
field of taxation, and apart from special unemployment levies on 
income, little relief bas come to them by way of increased revenue. 
In these circumstances their deficits though declining bave not 
been eliminated despite tbe drastic economies undertaken when 
they adopted tbe Premier’s Plan. 

If existing conditions continue and State revenues do not 
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revive sufficiently to meet tlie existing State deficits of approsd- 
mately £6 m., furtlier adjustments in tiie financial relations of tiie 
States and tlie Commonwealtli may prove to fie tfie only satis- 
factory way of solving Australia’s fiudget profilem. If the 
depression lias exposed the financial difficulties of the States as a 
whole, it has to an even greater extent emphasised the financial 
weakness of the less favoured States, namely. South Australia, 
TVestern Australia and Tasmania. The last two have received 
special assistance from the Commonwealth for over twentv years 
and South Australia has fieen a recipient of a special grant since 
1929 — 30. In recent years these grants by the Commonwealth 
have fieen made after ad Aoc investigations fiy specially appointed 
Commissions of inquiry. It has become increasingly obvious 
that the need for the grants will persist over a long period, and that 
as far as possible the grants sho’uld fie made on a uniform basis. 
Consequently, legislation was passed fiy the Commonwealth in 
1933 providing for the appointment of a Commonwealth Grants 
Commission, and in July 1933 the Commission was appointed.^ 
The Commission furnished its first report ^ in the middle of 1934, 
when it reviewed the claims made fiy South Australia, Western 
Australia and Tasmania for special grants. The report is an 
illuminating document on the problems of Federal finance in 
general, and on the difficulties of financial adjustment in the 
Commonwealth itself. 

In a preli m inary survey of the problem the Commission dis- 
cussed the question of financial responsibility in a Federation. 
Should the spending authorities also fie the taxing authorities, or 
should the States as members of a Federation receive grants from 
the Federal authority ? The Federal authority must inevitably 
levy customs and excise duties and most other forms of indirect 
taxation. The States are confined largely to direct taxation. It 
would fie a remarkable coincidence if the receipts from indirect 
taxation in a well-planned system of taxation were nicely balanced 
to the needs of the Federal authority. Such a balance was not 
anticipated when the Australian Constitution was drawn up. On 
the contrary, it was expected that customs revenue would greatly 
exceed the requirements of the Commonwealth, and provision 
was made in the Constitution for the payment fiy the Common- 

^ Tiia members were the Hon. F. W* Eggleston, Chairman, Professor L. P. 
Giblin and Mr. J*. Wallace Sandford, 

2 Commonwealth Grants Commission Report on the applications made in 
1933 by the States of South Australia, Western Australia and Tasmania for 
dnancial assistance from the Conmionwealth under Section 96 of the Constitu- 
tion. (F. 3390, Government Printer, Canberra.) 
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wealth to the States of surplus revenue. Moreover, under Section 
96 of the Constitution the Commonwealth was empowered to 
“ grant financial assistance to any State on such terms and 
conditions as the Parliament thinks fit.” The experience of 
Australian federation has emphasised the necessity for these 
constitutional provisions enabling the Commonwealth to make 
grants to the States. Though the States complain that they have 
not received sufficient from the Commonwealth, substantial pay- 
ments from the Commonwealth have been made annually. The 
Commission justifies these payments on the following grounds : 

“ A government is not truly responsible if the normal 
exercise of its powers gives it more money than it needs, 
especially if this result is, to an extent, accidental, as in the 
case of a customs tariff imposed for protective purposes. 
Nor can the principle of responsibility be satisfactorily 
applied if governments receive less than they require for their 
essential needs. In the latter case services are starved, 
finances are embarrassed and drift follows. In the former, 
governments become extravagant. We think, therefore, 
that some redistribution of revenue must be accepted as 
almost inevitable in any federation, and especially at certain 
stages of development. If the redistribution gives the 
recipient States considerably less than they require to raise, 
the principle of responsibility is not seriously affected. 
Experience supports this view, for in all federations there is, 
in effect, some redistribution.” 

There is one other general problem specially applicable to 
federation in Australia that the Commission has emphasised. 
The States in Australia have sponsored rural developmental policy. 
On the other hand, the Commonwealth has fostered the develop- 
ment of secondary industries. The pursuit of these two develop- 
mental policies by two independent authorities has inevitably led 
to some conflict of interests. The Commonwealth extended 
protection to some uneconomic industries which imposed burdens 
upon export producers, but the Commonwealth itself suffered 
little direct financial loss as a result of this policy. The States, 
on the other hand, have pushed land settlement into marginal 
areas. With the collapse in the prices of primary products these 
marginal areas have become a heavy burden upon State finance. 
The Commission summarises the position as follows : — 

” Moreover, as one developmental activity, that coimected 
with land settlement, is in the hands of the States, and the 
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other developmental instrument, the tariff, is controlled by 
the Co mm onwealth, there is a lack of consistency and co- 
ordination in the two policies. There is almost a competition 
between the two factors of development ; each frustrates the 
effect of the other; the burdens created by the one make 
the protection required for the other the greater, so that the 
clash we noticed earlier becomes more intense as each pro- 
tective effort grows. There is an increasing amount of pro- 
tection to primary industry in the Commonwealth tariff, but 
the broad distinction set out above still remains.” 

As two of the claimant States, South Australia and Western 
Australia, have been engaged in the past fifteen years in develop- 
ing marginal areas, this conflict between the development of 
protected secondary industries and marginal areas is in part 
responsible for their difficulties. The benefits and costs of the 
tariff are unevenly spread over the several States. Unsheltered 
industry bears ultimately the main burden of the tariff. For the 
whole of Australia unsheltered industry amounted to 34 per cent, 
of the total production in 1931—32, or £16 per head of population. 
In two of the claimant States, South Australia and Western 
Australia, the percentage of unsheltered industry to total produc- 
tion was respectively 50 per cent, and 59 per cent., or £23 and £34 
per head. In Tasmania it was 38 per cent, and £15 per head. 
It would appear, therefore, that the costs of the tariff are relatively 
heavy on the three claimant States, especially on South Australia 
and Western Australia, but it is impossible to assess the net costs 
and their effects upon the budgets of the States. But the claimant 
States, again especially South Australia and Western Australia, 
have in recent years incurred heavy costs in developing marginal 
areas, and their financial difficulties are in part caused by the 
losses incurred in these ventures. In some instances the States 
must accept these losses as mistakes made on their own initiative, 
and the Commission makes due allowance for this in finally 
assessing their claims. 

There were other general grounds on which claims were made, 
e.g. the burdens imposed on some States by the Navigation Act 
and the standard of wages and conditions of work established by 
the Commonwealth Arbitration Court. It is impossible, however, 
to measure satisfactorily the financial effects of these and other 
elements of Commonwealth policy upon State budgets. The 
Commission recognised this but insisted that the Commonwealth 
could not allow the finances of a State to drift. On the general 
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grounds of tiie effects of Cormnonwealth. policy the claimant 
States had, it was conceded, made out a valid case. 

On what principles then should the amount of the grants be 
decided ? The basic consideration adopted by the Commission 
was the relative financial position of the several States, Starting 
with the actual deficits in recent years, it was shown that the 
claimant States required in 1932—33 the following grants to bring 
their deficits into conformity with the average per capita deficits 
of N.S.W., Victoria and Queensland. 







Grants Required* 
1932-33. 

Gfranta Made. 
1932-33. 

S. Australia 





£ 

1,360,000 

£ 

1,000,000 

W. Australia 




, 

870,000 

500,000 

Tasmania . 

• 

- 

• 

• 

120,000 

330,000 






2,340,000 

1,830,000 


On the basis of this crude calculation Tasmania would receive a 
smaller grant and South Australia and Western Australia a greater 
grant. But adjustments had to be made on account of the follow- 
ing special conditions afiecting the three States : — 

1. Omissions from the budget of expenditure that should be 

included, e.g. crediting revenue with capital sums such 
as loans, or repayments of advances by State debtors, 

2. Differences in standards of expenditure, e.g. maintenance 

of capital equipment, social services, local government 
activities. 

3. Differences in the severity of taxation. 

4. Bosses caused by mistaken or extravagant loan expenditure, 

e.g. group settlement schemes in Western Australia or 
Mallee wheat development in South Australia. 

The Commission was able to make reasonably accurate esti- 
mates of the allowances (plus or minus) that should be made for 
these several conditions. It is impossible here to trace in detail 
their methods. Attention should, however, be directed to the 
important chapter on Measures of Taxation and R-elative Pros- 
perity, where the severity of taxation in the States is measured. 
This is an important piece of research based upon the work done 
by Professor Giblin ^ on the problem, but with refinements and 
extensions. It would be unreasonable to make an unconditional 
grant to a State where taxation was relatively light, as it is in 
Western Australia. The Commission adds to or subtracts from 

^ See th.© £Jcono7nio Record^ December mimber, in recent years. 
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the grants as crudely estimated an amount sufficient to bring the 
severity of taxation into conformity with the average for Australia. 
And so with the other conditions for which a special allowance 
had to be made. As regards the fourth (losses due to mistakes), 
the estimated amount was deducted from the claims. 

The net effect of these adjustments may be summarised as 
follows : — 



S.A. 1 
£000. } 

Tr.A. 

£000. 

! Toe. 

£000. 

Grants as crudely estimated - . • . 

Addition for omissions from budgets 
Maintenance of capital equipment 

Economy of administration and social services 
Severity of taxation ..... 

Liosses caused by mistakes .... 

1,350 

— 90 
+ 110 

— 110 

870 
+ 220 

— 130 

— 400 

120 

+• oO 
+ 80 
+ 80 
— 40 



1,260 

560 

290 


These are not the final grants recommended by the Commission. 
Two further adjustments were made. Tirst, on account of the 
unsatisfactory nature of the data on which the estimates were 
made and of the necessity for guarding against suggesting grants 
that would be insufficient, the totals in the above table were 
raised by 10 per cent. Secondly, the differing history of the three 
States prior to 1932—33, the year on which the estimates were 
based, was considered. Both South Australia and Tasmania 
had experienced budget difficulties of more than usual severity 
and had been forced over a period of years to incur heavy taxation 
and to make drastic economies. These two States were allowed 
an additional £100,000 on this ground. The final recommendation 
was, therefore. South Australia £1,400,000, Western Australia 
£600,000 and Tasmania £400,000. 

The Commonwealth Government accepted this recommenda- 
tion. The Commission will make an azmual review of the position 
of the claimant States. It has announced its intention of main- 
taining the same general principles on which to assess the claims, 
but it is endeavouring to procure more satisfactory data and thus 
to improve its own estimates. In particular, it is seeking to obtain 
greater uniformity in budget practice among the States. Its work 
will be watched with interest by students of Federal finance and 
perhaps even by harassed Federal governments elsewhere that have 
to meet claims from distressed States or provincial governments. 

B. B. COPLAXD 

The University of Melbourne, 

March 1935. 
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PROPOSED AMENDMENT OF THE FEDERAL RESERVE 
ACT OF THE UNITED STATES : THE ADMINISTRA- 
TION BANKING BILL OF 1936 

§ 1. Tele proposed American Banking Act of 1935 (S. 1715, 
H.R. 5357), introduced last February in Congress, reported 
favourably this month (April) by the Banking and Currency 
Committee of the House, and now up before the Senate Committee, 
is generally regarded as one of the most important measures put 
foirward by the present administration. It represents a radical 
departure from the central banking philosophy which underlay 
the Federal Reserve Act as originally conceived, and would 
throw into the discard many of its cardinal provisions. It would, 
however, make much less diSerence in the statv^ quo which has 
been bi’ought about by the emergency legislation of the past three 
years. For it largely proposes to make permanent many of the 
features of these laws — ^the Glass-Steagall Amendment of 1932, 
the emergency Banking Act, the Banking Act of 1933, the Gold 
Reserve Act of 1934, and so forth. The Bill has engendered a 
veritable storm of controversy. It has been violently attacked 
both by the orthodox adlierents of traditional “ sound money ” 
views and “ automatic ” banicing processes, who, on the one hand, 
regard it as going much too far, and, on the other, by the infla- 
tionist groups and the radical advocates of banking reform, who 
would go much further in the establishment of centealised 
monetary control. Assuming the President’s support, however, 
the eventual passage of the Bill in substantially its present form 
would appear likely. 

§ 2. Objectives. The Bill’s objectives, as stated by Governor 
Eccles during the House hearings, are as follows : — “ To increase 
the ability of the banking system to promote stability of employ- 
ment and business in so far as this is possible within the scope of 
monetary action ; as a necessary step in that direction, to con- 
centrate the authority and responsibility for the formulation of 
national monetary policies in a body representing the nation ; 
to modify the structure of the Federal Reserve system to the extent 
necessary for the accomplishment of these purposes, but without 
interfering with regional autonomy in matters of local concern ; 
and finally, to relieve the banks of the country of unnecessary 
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restrictions that handicap them in the proper performance of their 
functions and thus to enable them to contribute more effectively 
to the acceleration of recovery.” These objectives are posited 
on the view that the attainment of economic stability is incom- 
patible with laissez-faire in banking, that the operation of the 
banking system left to itself tends to intensify rather than counter- 
act business fluctuations, and that, conseqiuently, conscious and 
deliberate control, exercised by and concentrated in a responsible 
body with adequate powers, is indispensable. 

§ 3. ember ship in the Federal Reserve Sysie^n. The heart of 
the Bill is Title II, which comprises amendments of the Federal 
Reserve Act. Title I deals with amendments respecting the 
Federal Deposit Insurance Corporation, and Title III with 
technical amendments of a non-controversial nature. The latter 
is mainly concerned with correcting errors and omissions in the 
Banking Act of 1933, and, for the most part, follows generally 
approved lines. 

The object of Title I and of section 202 of Title II is to bring 
about the gradual absorption into the Federal Reserve system of 
all the commercial banks in the country, and thus to render more 
effective Federal Reserve control of credit. This objective is 
likely to encounter little opposition in Wall Street, but is feared 
by many small bankers in other parts of the country, and has 
therefore been consistently opposed hitherto by certain political 
interests. In order to hasten the admission into the Federal 
Reserve of insured non-member banks, the Reserve Board is 
given authority to waive capital and other requirements for 
admission, because many non-member banks eoxdd not readily 
qualify for membership under present rules and regulations. 

Title I provides for insurance of bank deposits up to a maximum 
of $5,000, as at present, but assessments are to be levied not 
against insured deposits but against total deposits. The premium, 
however, is fixed at only one-eighth of one per cent, a year. 
These sections have aroused relatively little discussion, their 
general impoirt having been pretty much expected. The larger 
banks complain at being compelled to pay to the F.D.I.C. assess- 
ments disproportionately large in relation to their insured 
deposits and to the payments of smaller banks, but feel that the 
provisions constitute a decidedly lesser evil than the so-called 
permanent plan which was scheduled to go into effect on July 1, 
1935. 

§ 4. General Nature of Reserve A.ct Amendments. Title II would 
virtually revolutionise the central banking philosophy underly ing 

u 2 
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the original Reser-ve Act. Greatly increased powers over the 
nation’s banMng system would be given the Reserve Board by 
vesting in it and its Governor many of the powers of a central 
bank, as understood in European countries : the semi-autonomous 
character of the Reserve Banks would be drastically modified. 
This idea is diametrically opposed to the concept of the original 
Federal Reserve, but constitutes no great departure from the 
present actual situation. The Bill would bestow on the Board 
virtually complete control over national credit policies and render 
the Board in turn more responsive to the Administration. 

The means to these ends are briefly as follows. Governors of 
Reserve Banks are to be made responsive to the authority of the 
Reserve Board by requiring that their appointments be subject 
to the latter’s approval. The Governor of the Reserve Board is 
himself to be removable at will by the President. Virtual control 
over open-market operations and discount policies would be 
lodged with the Board. Rigid collateral requirements and 
eligibility provisions for note cover and rediscounting are wiped 
out. Any “ sound asset ” of a member bank is to be eligible for 
rediscount at a Reserve Bank, subject to regulations of the Board, 
which would enjoy discretionary powers. To be discountable, 
paper would not need to be short-term or “ self -liquidating.” 
Collateral requirements for Federal Reserve notes are likewise 
scrapped, and the necessity is removed of segregating any specific 
government bonds or other paper. The 40 per cent, backing in 
gold certificates is, however, retained. These reforms represent 
the abandonment of the theory of the “ automatic adjustment ” 
of currency and credit to the “ needs of business,” in favour of 
managerial discretion. In order to combat excessive credit 
expansion the Board is given power to change member bank 
reserve requirements by classes of cities. Finally, member banks 
are to be permitted to grant loans on real estate on conditions to 
be determined at the discretion of the Reserve Board, on an 
amortisable basis, for long periods of years. The official summary 
of Title II, as later modified by Governor Eccles in his testimony 
before the House Committee, follows. 

§ 5. Title II . — Federal Reserve Act Amendments. (With modi- 
fications later proposed by Governor Eccles.) 

With respect to Federal Reserve Banks : 

1. Combine oABLces of chairman of the board of directors 
and governor at each of the Federal Reserve Banks, appoint- 
ments to be made for three years by the directors of the bank. 
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after approval by the ^Federal Reserve Board. Vice-governors 
are to be selected in the same manner. 

2. No members of the board of a Federal Reserve Bank, 
except governor and vice-governor, shall hold office for more 
than six consecutive years. 

'With respect to the Federal Reserve Board : 

3. It shall be the duty of the Federal Reserve Board to 
exercise such powers as it possesses to promote conditions 
making for business stability and to mitigate by its influence 
unstabilising fluctuations in the general level of production, 
trade, prices and employment, so far as may be possible 
within the scope of monetary action. 

4- Change qualifications for future appointive members of 
the Federal Reserve Board by providing that they shall be 
persons well qualified by education or experience or both to 
participate in the formulation of national economic and 
monetary policies. The present geographical limitations 
shall not apply to election of future governors. The governor 
shall cease to be governor when he is no longer designated as 
such by the President. 

6. Increase the salaries of appointive members to 
$15,000 per annum, with compulsory retirement at seventy on 
$12,000 pension. Proportionate pensions will be allowed for 
service of less than twelve years. 

With respect to credit control : 

6. Authority over open-market operations shall be vested 
in the Federal Reserve Board, but there shall be created a 
committee of five governors of Federal Reserve Bank a , 
selected by the twelve governors of the Federal Reserve 
Banks, and the Board shall be required to consult this 
committee before adopting an open-market policy, a change 
in discount rates, or a change in member bank reserve 
requirements . 

With respect to collateral requirements : 

7. Any sound asset of a member bank shall be eligible for 
discount at a Reserve Bank, subject to regulations of the 
Federal Reserve Board, and the Board shall also have 
authority to prescribe limitations on maturity of advances to 
member banks. 

8. Obligations the principal and the interest of which are 
guaranteed by the United States shall be eligible for purchase 
by Federal Reserve Banks without regard to maturity. 
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9. Collateral requirements for Federal Reserve notes 
sliall be repealed, and the office of Federal Reserve agent shall 
be abolished. 

With respect to reserve requirements : 

10. In order to prevent injurious credit expansion or 
contraction, the Federal Reserve Board may change reserve 
requirements as to any or all classes of cities. For this 
purpose banks shall be classified into two groups : one com- 
prising member banks in central reserve and reserve cities, 
and the other all other member banks. Changes in reserve 
requirements, therefore, would have to be either for the 
country as a whole, or for the financial centres, or for the 
country districts. 

With respect to capital requirements : 

11. At any time prior to July 1, 1937, the Fedex^al 

Reserve Board may admit any insured non-member bank to 
membership in the Federal Reserve System ; and shall have 
authority to waive not only capital requirements, but all 
other requirements for admission ; and the Board shall also 
be permitted to admit existing banks to membership per- 
manently without requiring an increase in capital, pi’ovided 
their capital is adequate in relation to their liabilities. 

With respect to real estate loans : 

12. The conditions on which real estate loans may be 
granted by member banlcs shall be left to the discretion of the 
Federal Reserve Board to be determined by regulation. No 
real estate loan hereafter made shall exceed 60 per cent, of 
the appraised value of the property ; but this shall not 
prevent the renew'al or extension of loans heretofore made. 

§ 6. Analysis of Provisions. These provisions may be examined 
more fully against the background of ideas which actuated them 
on the part of the Bill’s sponsors and the grounds upon which 
they have been attacked by opponents. 

(a) Federal Reserve Banks. The chief proposal here (sect. 201, 
as later modified) is to combine the offices of the chairman of the 
board of directors and the governoi- of the Reserve Banks, and to 
have appointments (as also those of vice-governors) subject to 
the approval of the Reserve Board every three years. The 
original Act’s intention was that the chairman of the board of 
directors of each regional bank (who is one of the three Reserve 
Board appointees) should be its principal executive officer. The 



1935 ] FEBERAXi RESERVE ACT OF THE IJKITEB STATES 


291 


directors developed the practice, however, of appointing as 
executive officer a “ governor,” a title not mentioned in the law, 
with whom the Reserve Board has no legal relationship. The 
Bill seeks to re-establish the original principle of the Act that the 
Reserve Board, which is responsible for national policies, should 
be a party to the selection of the active heads of the Reserve Banks. 
It ought to bring about smoother co-operation between the Board 
and the Banks. 

(b) Federal Reserve Board. It is revealing that the duty of the 
Federal Reserve Board should be explicitly stated to be to exercise 
such powers as it possesses to promote business stability (sect. 203, 
as modified). This stands in marked contrast to the system’s 
original objective of “ accommodating trade,” and implies recogni- 
tion of the responsibility of the supreme monetary authorities to 
do all in their power to mitigate industrial fluctuation. It 
represents a victory for the advocates of monetary control. That 
the Governor of the Board is to serve at the pleasure of the 
President involves no great departure from the present situation. 

(c) Open-Market Operations, The section dealing with this 
matter (sect. 205) is one of the most controversial in the Bill 
and one of the most important, for open-market operations are the 
most powerful single instrument of reserve policy in control over 
the volume and cost of credit. The Bill proposes to centralise 
them to a much greater degree than hitherto, on the grounds that 
responsibility must be vested in a small body capable of acting 
promptly. 

As matters now stand, the Reserve Board is charged with 
responsibility but lacks clear and explicit authority. Respon- 
sibility is divided between a committee representing the Federal 
Reserve Banks, which initiates policies, the Federal Reseive 
Board, whose approval is required, and the boards of the directors 
of the Federal Reserve Banks, which decide whether they shall 
participate. Diffusion of responsibility has inevitably resulted in 
obstruction, delay and inaction. The Bill, as later modified, 
proposes to place ultimate responsibility in the Federal Reserve 
Board as a whole. 

(d) Redisconnting (sect. 206). The theory underlying the 
original Federal Reserve Act was that the supply of credit could 
not be excessive provided it were of the short-term “ self- 
liquidating ” variety and granted only to meet the “ legitimate 
needs of trade. But these restrictions as to the character and 
maturity of discountable obligations did not prevent a huge credit 
expansion in the boom period and did promote a savage struggle 
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for liquidity during the depression. The present Bill, in making 
any asset eligible for discount at the discretion of the Board, 
constitutes a marked departure from both previous American 
and European practice, but would, it is held, encourage member 
banks to pay more attention to the soundness of the paper offered 
by borrowers and less to its form and maturity. 

Even to-day many banks are unwilling to extend loans which 
cannot be immediately “ liquefied ” at the Reserve Banks. 
During the banking crisis, when help was most urgently needed, 
many smaller banks found they could not receive adequate aid 
from the Federal Reserve for lack of " eligible ” assets, even 
though they held other sound assets. Furthermore, radical 
changes in financial practices since the establishment of the Reserve 
system have materially reduced the volume of short-term self- 
liquidating paper of the classes to which the discount privileges of 
the Reserve Banks are largely restricted by law. During the 
boom, business financed itself largely by means of stock issues. 
Even in 1929 the total volume of eligible paper held by member 
banks amounted to only about $4,000,000,000, or little more than 
12 per cent, of the resources of the banks : at present it is about 
$2,000,000,000, or less than 8 per cent. 

The eligibility requirements had engendered a belief in the 
soundness and liquidity of this type of paper, but during the 
depression some classes were found to be less liquid and secure 
than certain other types of paper which could not be rediscounted, 
such as security loans. Eventually, under emergency legislation, 
existing restrictions had to be temporarily removed and discretion 
given the Federal Reserve authorities, but not before many banks 
had been forced to close down. The competitive struggle of the 
banks for eligible assets and liquidity greatly intensified the 
deflationary process. The total volume of deposits was drastically 
reduced in consequence of the inability of the member banks to get 
relief from the Federal Reserve, until the banking structure was 
liquidated to the point where it became entirely frozen. In 
unfreezing it, the Reserve Banks had to be allowed to loan to 
member banks on other assets. It was found that in an emergency 
the bank of last resort must be prepared to liquefy any sound 
assets, there being no liquidity in these conditions except such as it 
creates itself. 

(e) Federal Reserve Notes (sect. 208). This section perpetuates 
the Glass -Steagall Act of 1932, which made the Federal Reserve 
note to all intents and purposes a bond-secured note. The original 
rigid requirement that Federal Reserve notes be backed by at least 
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40 per cent, in gold and the balance in eligible paper (or, since 
1932, Government bonds) is abrogated in favour of making them 
“ obligations of the United States secured by a first and paramount 
lien on all the assets ” of the issuing Reserve Bank, while retaining 
the 40 per cent, gold cover. 

The original provision was based on the notion that the volume 
of currency outstanding was directly influenced by the amount of 
commercial paper, which in turn reflected the volume of business 
activity. The Federal Reserve note was thus meant to provide 
an elastic currency automatically adjusted to the needs of trade by 
virtue of the collateral required behind it. 

Currency, however, has been of such minor importance com- 
pared with bank credit as a means of payment that little relation- 
ship is discernible between the volume of notes and the volume 
of commercial borrowing. The original theory, however, not only 
over-emphasised the importance of the commercial loan and the 
demand for currency for commercial purposes, it also overlooked 
the effects of the demand for currency for hoarding purposes. 
In point of fact the heaviest demand occurred not at a time of 
active business and heavy member-bank discoxmting, but of 
acutely depressed trade. In 1932, following internal hoarding 
and foreign gold drains, the requirement for segregation of colla- 
teral caused serious difficulty by tying up gold over and above the 
40 per cent, required reserve. As a result of the scarcity of 
eligible paper, over 60 per cent, in gold had to be pledged behind 
notes, with corresponding reduction of the system’s “ free gold.” 
When the law was thus put to a severe test it had to be suspended. 
It not only tied the hands of the Reserve system in combating 
deflation, but came near driving the country off the gold standard 
on a technicality. For the emergency, the pledge of government 
bonds was permitted as collateral against Federal Reserve notes 
under the Glass-Steagall Act. 

(f) 31 ember Banh Reserve Requirements (sect. 209). The 
Federal Reserve Act, as amended by the Act of May 12, 1933, gives 
the Reserve Board power in an emergency to change the reserve 
requirements of member banks. The present Bill proposes to 
vest this power in the Board at all times, on the grounds that it is 
a function of monetary control second in -importance only to open- 
market operations. The weapon would be used only to reinforce 
open-market operations when the latter were not powerful enough 
to curb inflation because of the magnitude of the excess reserves of 
member banks. Thus employed, it could unquestionably be 
highly effective in arresting a boom. The extent to which it is 
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likely to be used is, however, another question. For not only is 
the political factor involved, but also the timing difficulty of 
exercising control before the process has gathered momentum. 
That difficulty, however, is inherent in all attempts to mitigate 
industrial fluctuations through monetary control. 

(g) Heal Estate Loans (sect, 210, as modified). This is one of 
the most criticised sections of the Bill. It does not introduce a 
new character of loan, but does propose to relax greatly the existing 
limitations on real estate loans by member banks. It is hoped 
that, coupled with the provisions in regard to eligibility, it will 
induce member banks to lend more freely on real estate, and so 
improve the mortgage market and stimulate construction. 

It is held that since member banks hold about $10,000,000,000 
in savings, it is proper that they should invest part of their funds in 
long-term undertakings. No restrictions have been imposed upon 
the investment by banks of either savings or commercial funds in 
long-term bonds. Being listed, these were thought to be readilj’^ 
marketable. The depression showed that this was so only at 
prices that would have inflicted heavy losses upon the banks. 
More banks became insolvent as a result of the depreciation of 
their bond accounts than of their real estate loans. “ A ready 
market was not expected for real estate loans, and so long as they 
were not in default they were considered to have the value of the 
amount of the loan.” 

§ 7. Political Aspects. Perhaps the severest criticism of the 
Bill has been on the grounds that centralisation of control in 
Washington will inevitably spell political control and open wide 
the door to inflation. Its opponents derive cold comfort from the 
reflection that it will do little more than make permanent a 
status quo which they regard as anathema. A leading article in 
the New York Times stigmatised the Bill as a “ most mischievous 
series of proposals.” Its sponsors argue, however, that in noi'inal 
times, when temptation is absent, the system would not be unduly 
exposed to political pressures ; while in periods of stress automatic 
checks and safeguards of Reserve Bank autonomy, whenever they 
are felt to impose an intolerable strain, are nullified in any event. 
They point to the perversion in practice of the Reserve Act’s 
original intention, the breakdown of the entire banking structiire 
during the depression, and the necessity under which both the 
Hoover and Roosevelt administrations felt of intervening. In 
view of the fact that governments cannot or will not divest them- 
selves of responsibility for formulating basic lines of monetary 
policy, that responsibility had better be placed squarely where it 
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belongs, or at least where those who wield, it can be held answer- 
able. They feel that the attempt to insulate the banking system 
from the effects of the government’s fiscal policy is bound to break 
down in times of stress. And, indeed, during the past few years 
the real central bank in the United States has been the Treasury. 

Traditional ideas of central banking have rested on the assump- 
tion of a freely flexible, competitive, laissez-faire order under 
which all government intervention in economic affairs was strictly 
circumscribed. With the passing of that system, and under the 
very different conditions of to-day, ultimate control of the central 
banking system by the administration in office would appear 
inevitable, however much we may deplore it. The trend has been 
in that direction throughout the world, despite the general 
practice, and obvious theoretical advantages, of making central 
banks technically independent of changing political administra- 
tions, and of leaving their ownership in private hands. For 
governments wdll not, especially in periods of emergency, 
forgo exercise of a function so nationally vital as the determination 
of monetary and central banking policy. The danger admittedly 
exists that in periods of expansion the politically xmpopular coxurse 
of checking the boom will be difficult to take ; but this was 
already the state of affairs under the system as it worked prior to 
the depression. 

A. I>. Gayer, 

Golumbia Zlniversity, New York. 
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Studies in World Economics. By G. ID. H. Cole. (Macmillan 
& Co. Pp. 285. 125. 6d. net.) 

We have learned to expect from a new book by Mr. Cole 
something readable, topical, suggestive of new ideas and stimnlat- 
ing to popular discussion. Both of these books are topical in 
what they discuss and in the main popiolar in their style and 
their appeal; both of them are instructive and leave one with 
a number of new trains of thought. Yet why is it that so fre- 
quently one lays down a book by Mr. Cole with something of an 
imsatisfied feeling, pondering whether it is a merit or a demerit 
that a book should leave one’s appetite more whetted than 
appeased ? One has a sense that one has listened to someone 
thinking aloud, with the charm and sometimes the irritation 
which such listening entails. One feels eminently informed yet 
insufficiently enlightened. One feels stimulated to thought yet 
left with concepts which are vague and imperfectly defined. 
One feels that the commentary has been, perhaps, too facile ; 
that the ideas discussed have been rendered in the process rather 
less interesting than their authors intended and a trifle pedes- 
trian, and the final conclusions, in the desire to make them 
plausible, rather too eclectic to have a quite satisfactory ring. 

In these two books Mx. Cole is far from the intention of 
merely thinking aloud. Yet the impression is not completely 
dispelled. Mr. Cole is intending to outline a political and social 
philosophy, efficiently shaped to the problems of the contemporary 
world; and it is this which gives to these scattered articles, 
essays and addresses the unity of each volume which the varied 
chapter-titles do not appear to have. Of the two books the smaller 
is in many ways the more satisfying, perhaps for the reason 
that, having the dimensions of an essay, it is more of one piece 
and less pretentious in its scope. This, which is reminiscent 
of the stimulating quality of Mr. Cole’s earlier and more political 
writings, aims to give a critical estimate of the three leading 
political philosophies which the twentieth century has inherited 
from the century before : the “ absolutist ” theory of Hegel, 
which “ differed from the earlier Idealists in conceiving the 
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universal not in static but in dynamic terms ” ; the rival Utili- 
tarianism of Bentham and Mill and the Fabians, which rejected 
any absolute other than the expedient; and Marxism, which 
attempted a synthesis of the two modes of approach. On the 
relation of Marxism to Hegelianism Mr. Cole has some interesting 
things to say, in particxilar in terms of the contrast between 
Marxism, and Fascism. “ HegePs thought,” it is aptly said, 
“ was dynamic in relation to actual history, but static in the realm 
of thought itself. Marx’s doctrine is d3mamio in both these 
aspects. . . . Hegel could define statically the conditions of the 
completed State before it had come into actual being. Marx, 
on the other hand, denying the logical priority of ideas to their 
actualisation, rejected the possibility of any such static pr^enta- 
tion.” Hence the glorification of the State as such in Hegelian 
Idealism and its direct descendants, as contrasted with the 
rejection of the bourgeois State in Marxism, which distinguishes 
the latter also from Utilitarianism and Fabianism. And again : 

Marx and the Fascists seized on quite different elements in the 
Hegelian doctrine. Marxism seizes on the notion of historical 
evolution, and Fascism on the static and idealist elements. 
Fascism is Hegel without the dialectic ; Marxism is the dialectic 
without Hegel.” Mr. Cole’s standpoint emerges fairly clearly 
from these studies. All absolute principles of politics are for 
him untenable. Everything is relative to its situation in history. 
Hence he goes further than the Benthamites in maintaining that 
“ the * right ’ in politics must be something appropriate to a 
particxilar situation and cannot be proclaimed ... in univemally 
applicable terms.” Here he seems to march in company with 
Marx, who sought “ to formialate a general theory in the light of 
concrete historical experience ” ; yet this too, in the final reckon- 
ing he rejects in so far as Marxism claimed to present a “ formula 
capable of being stretched to explain all history.” There is a 
discussion, more interesting than profound, of the relation between 
Utilitarianism and economic theory ; and here similarly absolute 
formulations are rejected. “ Our theory of history, based on the 
conception of social evolution, warns us to expect jffom economic 
theory not universal conclusions but only conclusions limited in 
their application to a particular set of historical facts.” Mr. 
Cole leaves us with a not very explicit pragmatic dictum, that a 
social theory must be something designed to enable men to 
“ act rationally on the assumptions which meet the needs of 
their environment . ’ ’ 

The larger book is more diffuse and in its quality and interest 
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it is uneven. There are six eiicyclopsedia articles of no naore 
thqn secondary interest : on Laissez-faire, Industrialism, Social- 
isation, Planning International Trade, Inheritance and ESconomic 
Mobilisation. There is an introductory article which conveniently 
contrasts in 27 pages the demerits respectively of State Capitalism 
and of Communism with the merits of a rejuvenated Socialism 
which is to have “ a new parliamentary strategy ” and apparently 
the voice of a sheep and the limbs of a lion (or, is it the other way 
roimd according to its audience?). To Communism as a creed 
for Western Europe he objects because it would frighten the 
middle class (p. 23). In “ The End of the Bourgeoisie ” he 
develops his now-familiar views, which are akin to those of the 
Bevisionist-Marxist Bernstein, about the new petite-hourgeoisie 
of the twentieth century, which is to be the audience of his new 
brand of socialism, and which he would seem to envisage as more 
homogeneous than it really is. Two articles for political reviews 
raise in general terms the problem of technical change, the 
distribution of income and “ technological unemployment.” 
Another deals lucidly and sensibly with the problem of “ con- 
sumers’ credit ” and the advocates of “ more purchasing power.” 
There are 10 pages on “The Economics of Advertising,” and two 
longer papers, respectively to Oxford and Cambridge economists, 
on “ Br. Hayek’s Triangle ” and “ Towards a New Economic 
Theory,” which contain the onus of Mr. Cole’s case with regard 
to economic theory. The book concludes with a paper read to 
the Aristotelian Society, in which he restates that particular 
doctrine of political pluralism for which Mr. Cole’s earlier works 
are famed. 

The chapters which deal with economic theory j)romise more 
than they fulfil. Here Mr. Cole has tackled two of the most 
complex problems of economic theory and method, which remain 
to-day considerably encumbered with confused notions : namely, 
the problem of technical progress and capital and the problem 
of the validity of the subjective theory of value in its application 
to different types of economic society. These problems require, 
not only freshness of insight and suggestive brilliance, which 
have been the stimulating quality of so much of Mr. Cole’s 
political writing, but painstaking and systematic analysis, in 
which assumptions are rigoi'ously laid bare and concepts made 
ruthlessly precise. This is not a task foi* hasty composition. 
One is left with the sense of a problem greater than the acumen 
devoted to its analysis. The chapter on Towards a New 
Economic Theory ” is fertile enough in the questions it poses. 
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but hardly does more than scratch the surface in ansT^'ering 
them, both in its contrast between Marx and Subjective Econo- 
mics (which is superficial and incomplete) and in its discussion 
on the place of the theory of value in a Socialist economy. The 
chapter on Professor Hayek, for all its fluency, is often obscure ; 
and one suspects that the complexities of the problem are more 
numerous than Mr. Cole’s somewhat cavalier treatment of it 
implies. 

The theme which runs through this as through several other 
essays is a theory of under-consumption which 3Ir. Cole seems 
to have taken over fairly completely from ]VIr. Hobson. Hut 
since he nowhere makes his assumptions very plain, it is hard to 
gather what precisely it is that he claims. Crises and imemploy- 
ment he considers to be due ‘‘to a deficiency not in total 
purchasing power ” but “ in the amount of purchasing power 
actually expended on consumers’ goods and services,” due to 
“ the relative depression of the share of the national income 
going to the poorer sections of the community.” Elsewhere he 
seems to place considerable importance on the fact that under 
capitalism “ some incomes are also costs whereas others are 
not ” (p. 39). The meaning is here ambiguous. If he means 
that as capital accmnulation proceeds, then ceteris 'paribus there 
will be a tendency for the rate of profit on capital to fall, and 
since it falls discon tinuously to cause crises, then his theory 
is substantially that of Marx. But this implies that, not the 
cheapness of labour, but rather its dearness (from the capitalists’ 
point of view), is vrhat precipitates unemployment; and it will 
not follow that higher wages or distribution of increased purchasing 
power would prevent a crisis, as IMr. Cole appears to suggest. 
For instance, on page 136, he suggests that the degree to which 
the rate of interest will fall in face of an increased supply of new 
capital will depend on whether there is a contraction or expansion 
“ in the money income applied to the purchase of consumers’ 
goods ” ; and again, that “ the demand-price for capital depends 
in the last resort [italics mine] on the demand-price for consumers’ 
goods at the margin.” ]Mr. Cole seems to be saying something 
more than that savings may become “ hoarded ” and so fail 
to eventuate in a demand for goods. One suspects that am- 
biguity arises here because Mr. Cole has separated too rigorously 
in his mind the problem of distribution and the problem of ex- 
change, and has failed to conceive them as a unity, as two facets 
of the same problem ; with a consequent neglect of the essential 
truth which lies behind both Mill’s dictum that “ demand for 
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commodities is not demand for labour,” and Ricardo’s dictum, 
that “ if wages rise, profits fall.” Similarly, in his discussion 
of “ Rr. Hayek’s Triangle ” he seems to confuse dynamic concepts 
(the occurrence of n&uo inventions) and static concepts (the 
introduction, because interest-rates are lower, of technical 
methods which were previously accessible but were not considered 
profitable) ; which seems to lead him into an iguoratio elenchi 
when he q^uestions Prof. Hayek’s assumption that new capital 
will be invested in less remimerative employments than the old. 
What he is saying about the discontinuities which arise imder 
the dynamic conditions of the real world are suggestive and worthy 
of careful discussion ; but as he is ambiguous about the assump- 
tions he is using (despite a pretence to the contrary) we do not 
feel much the wiser. A reader’s difficulties are not lessened by 
a suspicion that, in discussing the supplanting of old capital 
equipment, he is challenging the essential truth underlying the 
doctrine that “ rent (and hence quasi-rent) does not enter into 
cost of production ” {e.g. p. 148), with its corollary that old 
capital will only be supplanted (short of monopolistic agreement) 
when the difference in cost between the old method and the new 
is at least as great as the whole capital-cost imder the obsolete 
method. Again, in his discussion of “ The Economics of Ad- 
vertising ” there seems to be some confusion between two distinct 
things : the elasticity of a demand-curve and what one may 
perhaps call the “ fickleness ” of a demand in the sense of the 
possibility of the whole demand-curve being shifted imder the 
advertiser’s influence. This leads Mr. Cole to enunciate the 
questionable principle that advertising is only likely to “ pay ” 
in cases of products with an elastic demand, and causes the 
significance of advertisement as a factor altering the position 
of demand-curves to be insufficiently appreciated, at any rate 
by the reader. 

Mr. Cole will doubtless retort that he is concerned, not with 
the abstract assumptions traditional to economists, but with 
getting close to the real world. For such an emphasis, which 
certainly pervades this book, one can have nothing but praise. 
Yet one can stfil regret that in his concern for realism he should 
at times seem to neglect the wood for the trees and to overlook 
the essentials of any analysis, namely, to ensure that one’s 
assumptions are both explicit and consistent and one’s concepts 
precise. 

MAxmiOB Robb 

Cambridge. 
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InternatioTial Compariscms of Cost of JLivirig. International 
Labour OjQ&ce. 1934. 5s. 

It is generally recognised that in countries where statistics of 
retail prices are developed, and there has been an adequate 
collection of budgets of expenditure, it is possible to make 
reasonably accurate measurements of the changes in the cost 
of living at some defined standard of living, over a short period 
of years during which there have been no violent changes of 
circxunstances ; but that as we lengthen the period difficulties of 
measurement increase, and that when we try to compare costs 
of living between two coxmtries there are added difficulties of 
definition and the purely statistical obstacles become more 
serious. 

This problem of comparing costs of living between a number 
of eoxmtries at one date, so far as food and rent are concerned, 
is attacked in the publication before us by Lr. H. Staehle and 
Mr. R. Guye. Both from methodic aspects and as an important 
solution of part of the problem the study deserves close attention. 

The fundamental difficulty may be thus described. At one 
time or place budgets show that quantities of goods qf, qf'» qf” • . - 
are purchased at prices pf , pf' , pf" . . . ; at another time or 
place quantities q-f'i • • • a-re purchased at prices p’ , 

Pi > Pi - • • - 

We can then write Laspeyres’ formula JPq — S{p-^qf)JS{pQqf), 
or Paasche’s formula = /S'(pigi)//S(po9'i)- 

Pq shows the ratio of the costs of the first budget at the two 
sets of prices, and P^ similarly of the second budget. 

Comparison can only be made strictly when we are considering 
one individual, or two with identical tastes, faced with two 
different price situations. Several writers have shown that it is 
reasonable to take some average of Pq and P^ to measure the 
change in the cost of maintaining an assigned standard in this 
case. It is not of much importance to choose one form of average 
rather than another in cases where the conditions allow a reason- 
able comparison. 

When, however, we wish to compare two countries, the 
question becomes ; — A person in country A. with a scale of 
preferences a, buys qf, qf', qo" . - • quantities at prices pf , pf\ 
Pq"' . • . ; another in country S with a scale of preferences 6 
buys qf', q^" ... at p/, p/', p^"'. . . - How much higher 
or lower is the cost of living in A than in jB ? 

The possibility of any answer to this question evidently 
depends on the identity or close similarity of the kinds of goods 
No. 178. VOL. XLV. x 
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purchased — we cannot compare a diet of rice with one of bread 
and meat — ^and on similarity of tastes. 

The novel element and the importance of Dr. Staehle’s study 
are foimd in the methods of testing similarity. 

Given detailed budgets for countries A and B, Pq measures 
the ratio of the costs to a person of A of purchasing his basket 
of goods in B and in A. P^^ measures the ratio of a person of 
B of purchasing his basket in B and in A. Pq may be found to 
be greater than unity, at the same time that Pj^ is less than 
unity; there is no necessary relationship between them. It is 
evident that the difference between the two must be small, to 
allow a valid measurement; but Dr. Staehle shows that this is 
not a sufficient criterion and develops others in addition. 

He adopts as criterion of comparability a quantity D defined 

D = {^P Pf^jP Q = TpQ . O' p fPo - O' a/^0-^ 

Here is a coefficient of correlation between the price ratios 
Pi/Po quantity ratios fractious 

measure the dispersions of the price ratios and the quantity 
ratios respectively. 

In fact cfpJPq and ag^jQa can be regarded as measuring respec- 
tively the dissimilarity of the price systems of the two countries, 
and of the quantitative budgets in them. 

Even if D is small, still the di ff erences in tastes of persons in 
the country may invalidate comparison. 

With this apparatus the budgets of a number of comatries 
are examined. In doing this it has been necessary to compute 
the P’s separately for several grades of incomes in each pair of 
countries. Comparability may be good for low incomes, but 
bad for high, or may vary in any other way. In the end, regions 
of good comparability are selected. Thus for the north of 
Europe one region is composed of Stockholm as centre, Avith 
Oslo and Helsinki as subordinate ; a second region or system 

^ The full notation for the formula for D is as follows : — 

Writ© = S{Po'li)!S{Po^o)i -F'o = S(.Pi9o)/^{Po'lo) as before, 
w == JJoffo- 

= Pi/Po — J’o; 2/ == ffi/ffo — Co- 
writ© Oj,® = S(wx^)fS(w) ; == Slwy^)/iSw ; Tpg = S{ioxy) -I- apagS{,w). 

Xhen ‘ • tTg/Qo = oQo^i‘^)‘ 

= {Spiqi — JPoSpoqx — Qo^p^qo + Qt)^o^PoQo}/^oSiPo<lt)- 
== {^i^Poq[x — ^o^Po^x — Qo^Piqo H- Qo®Pieo}/-Po^(2?o«i)* 

= (Pi - Po)/Po. 

® The correlation is negative if higher relative prices are associated with lower 
relative quantities. 
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has Oslo as centre and Helsinki, Stockholm and Copenhagen as 
subordinate. By an ingenious method the regions are then 
compared with each other. A result is given on p. 70, where 
index-numbers are tabulated on two systems for Stoclcholm, 
Oslo, Copenhagen, HelsinldL, Berlin, Brussels, Warsaw, Riga, 
Tallinn, Prague, Vienna and Switzerland. The whole process, 
which has involved an enormous amount of computation, is 
too complicated to summarise. It is claimed, and with justice, 
that such indices ” are superior to those formerly obtained 
from a “ smgle ” “ international basket.” 

We may affirm that a satisfactory method has been found of 
giving a practical answer to the problem of comparison of retail 
prices internationally over a defined region w*here reasonable 
comparison is possible. 

It is to be hoped that an allied, and pi'ima facie more definite, 
problem will presently be attacked : — How aie the changes in 
cost of living in one coimtry to be compared wuth changes in 
another ? Is it sufficient to quote simply the movements of the 
index-numbers of the cost in the two comitries wdthout analysis 
of their comparability ? Or are all the conditions set out by 
Hi’. Staehle necessary to make a comparison reasonable 1 

A. Li. Bowley 

London School of Ecootcnnics. 

Social Judgment. By Graham Wallas. (London : Allen and 
Unwin. 1934. Vp. 175. 5a.) 

Miss Wallas has done well to edit and publish the last un- 
finished work of her father. It is partly that we are glad to know 
what seemed to him in his last years to be the most important 
aspect of the problem to which he had devoted so much study, 
the problem — to quote Miss W^allas — “ how knowledge of the 
nature of individual man may be used for the general good of 
mankind.” But it is partly also because the illuminating quality 
of his thought is apparent m every fragment that he wrote. 
Graham Wallas had a genius for discovering new themes and for 
lookhig at old themes in a new way, transforming familiar material 
by that subtle blendmg of the personal wnth the imiversal which 
made him a great teacher and a superb talker. The value, 
therefore, of these introductory chapters as an inspiration to 
others remains intact, even though the more objective study 
which should have followed them was never written. 

His thesis is that social judgment — ^the judgment that leads 

to action — ^requires a co-operation of reason with emotion. It is 

IK. 2/ 
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necessary not only to “ think out ” a social problem, but also to 
“ feel it out.” He felt that this co-operation was becoming 
increasingly diflS.cult owing to the division of labour which caused 
the pure scientist to eschew any attempts at the evaluation of 
ultimate social ends. Not only might this prevent mankind from 
reaping the full benefits of increasing knowledge, but there was a 
grave danger lest the desire to uphold the high prestige of science 
might lead to a depreciation of the methods both of the social 
philosopher and of the man of action, and this danger was en- 
hanced by the tendency to regard pure science as at least the 
major, if not the only concern of academic teaching. In the 
course of his argument he touched briefly on many of the most 
intricate problems of social ethics and of methodology, but he was 
not able, in the part of his work which he had more or less com- 
pleted before his death, entirely to disentangle the complicated 
issues involved. 

His preoccupation with the unduly sharp antithesis made 
between reason and emotion appears to have obscured an import- 
ant point. There are really three processes in question, not two. 
There is the first emotional response to a situation which creates a 
desire to act, then the scientific analysis of the situation and the 
possible means, and finally the ultimate decision which utilises 
this analysis but implies also a choice of ends. Between the two 
last there is, it may be, too little co-operation, but there is no 
necessary antagonism. The real enemy of scientific method is the 
first stage, or, rather, action which follows immediately on this 
stage. And the confusion arises owing to the ease with which 
the mind can persuade itself that it has covered the whole course, 
by rationalising its emotional urges. This having been recognised, 
two problems emerge. First, how can the necessary co-operation 
between science and judgment be achieved ? It is dangerous to 
treat them as specialisms allotted to difEerent minds, because in 
practice they must be combined in the same mind. The adminis- 
trator must make use of science, while the scientist, if he be 
human, cannot be prevented from exercising judgment. Each 
is tempted to act independently of the other, although in half the 
field he may be an incompetent amateur. The second problem 
goes deeper. Is there, between the two, a field in which they must 
unite in a single process ? What is the scientific status of that 
empirical analysis of concrete situations, where other things are 
never equal, which cannot claim the precision of logical necessity 
but which can estimate probabilities and which requires for this 
purpose a highly-developed technique, far removed from that easy 
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subservience to prejudice and emotion which science so much 
d i s lik es 1 Wallas has much to say on this, but the full answer 
could not emerge without the investigation of social institutions 
which it was his intention to make. To many it is, in fact, the 
question whether there can be such a thing as a science of Sociology. 

T. H. hlABSHALL 

Liondon School of Economics. 

The Future of Monetary Policy : a Report on International 
Monetary Problems by a Group of the Royal Institute of 
International AfEairs, (Oxford University Press : Milf ord , 
London. 1935. Pp. 219. 10^. Qd.) 

This volume constitutes the Pinal Report of the Study 
Group on International Monetary Problems : in it are embodied 
the conclusions which have emerged from a two-years* discussion 
of a distinguished group of bankers, economists and fmancial 
experts. Here, the Group is not concerned with outlining the 
problems or diagnosing causation, except where these are needed 
for exposition, but with the positive work of suggestion and 
solution. Clearly, therefore, this is an important contribution to 
an important subject. 

Two objectives are recognised, with one dissentient, as the 
ends of monetary policy — ^the one, “ continuity of values,” the 
other, stability in foreign exchanges. The latter, however, is set 
down by the majority as an ultimate objective, and Exchange- 
stabilisation for this country is not recommended as immediate 
policy. A system pretending to be international in a compart- 
mentalised world is doomed to failure ” (p. 24). On the other 
hand, some measure of reflation obtains general support ; some 
members supporting public works programmes, others contenting 
themselves with cheap money, but all condemning currency 
depreciation as a method of price-raising. 

To achieve its long-term aims, the Group makes several 
interesting suggestions, ranging from the recognition of B.I.S. 
deposits as central bank reserves to pleas for machinery for 
liquidating state indebtedness other than by default and for the 
creation of some credit institution for facilitating loans to com- 
munities suffering the pangs of reorganisation. To overcome the 
threat to “ continuity of values *’ inherent in the presence of 
“ bad ” money, the proposal to make permanent the Exchange 
Equalisation Eund is endorsed, and the establishment of such 
institutions advocated in other economies sensitive to monetary 
disturbance. 
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Tn filling in the details of these proposals, the Report is 
generally marked by a realism which is often absent in such work. 
This, I think, is nowhere better illustrated than in the analysis 
of the dangers to be faced by a community concentrating its 
activities upon a narrow range of products. The diseconomies of 
specialisation are ably and valuably discussed, without, however, 
leading the Group to countenance economic independence. Yet 
here some observations will not pass uncriticised. The Mac- 
millan Committee’s comment on the new issues of 1928 — quoted 
with approval on page 162 — should be read with caution. One 
large concern, more prosperous to-day than in 1928, lost (accord- 
ing to the Stock Exchange) 75 per cent, of its equity capital. 
Not only investors in greyhounds and spring mattresses were 
frightened of their morning papers in 1931. The suggestion that 
foreign lending should take the form of investment in equities 
is fraught with dangers and difficulties without promising a solu- 
tion of the problems discussed. The experiences of Chile and 
China are illustrative. 

The m ain interest of the work lies in another direction. 
“ Continuity of values ” is a phrase used to denote stability of 
prices (to some members of the Group) as qualified by altering 
costs (to others). It is not clear whether continuity must ulti- 
mately be interpreted internationally or, by each country, 
domestically. Presumably, from the remarks upon the guidance 
of central banks, the latter is correct. The Group try to reconcile 
continuity with exchange stability by alleging their comple- 
mentarity, and, as a qualification, by suggesting tentatively that 
exchange rates might be subject to revision. It is, however, by 
no means clear that they are complementary except in rather 
imusual circumstances. And as one of such circumstances may 
well be illustrated by the present, there is an appearance of 
inconsistency in the majority fighting shy of immediate exchange 
stabilisation. This leads one to suppose, what other parts of the 
Report also suggest, that continuity of values is interpreted with 
rather an expansionist bias. It is, of course, true that continuity 
is discouraged by widely fluctuating exchanges, and exchange 
stability by widely fluctuating prices. Yet these are not the only 
conceivable conditions, and the Report is driven to suggest that a 
rising money wage level and a readiness to allow gold imports to 
back expansion should both be adopted. This may well result 
in the abandonment by some countries of the continuity so 
earnestly desired. It must be held against the Report that it 
over-emphasises the necessity of stable exchanges for the develop- 
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ment of a world economy. Debtor countries will probably find it 
beneficial to tie their currencies to those of creditor countries — as, 
indeed, has broadly been done. But in the world as a whole — as 
between Lancashire and China and India in the old days, and by 
Japan to-day — ^trade can adapt itself to fluctuating exchanges, 
though it cannot tolerate control or collapse. Currency stabilisa- 
tion to-day is desired less for itself than for the freedom which 
many think it must precede. 

It is, therefore, impossible not to feel that the foundations of 
the Report are somewhat insecure, and that on the two main 
proposals there is more divergence of opinion within the Group 
than is visible at first sight. It is natural that a sharp cleavage 
should be advertised on immediate exchange policy. Exchange 
freedom may be valued for other than the not very convincing 
reasons advanced by the majority : it is hard to resist the 
suspicion that in a changing world much the same case will always 
be arguable for separating immediate from ultimate policy, 

J. Stafford 

Vicioi'ia University , 

Manchester. 

The Employment Exchange Service of Great Britain. By T. S. 
CHEGWiDDEisr and G. MYRDDm-EvAXS. (London : Mac- 
3tnillan & Co. 1934. Pp. xiv + 310. 14s.) 

The scope of this volume is well described by its sub -title as 
“ an outline of the administration of placing and unemployment 
insurance.” The study was written at the request of Industrial 
Relations Counselors, Incorporated, of New York, as the first of 
a series making available the experience of other countries to 
those in the United States interested in their own recently 
formed Employment Service and in the current proposals for 
introducing unemployment insurance. The work is authoritative, 
as the authors are permanent officials with extensive experience 
in the Employment and Training Department of the Ministry of 
Labour. 

In a foreword appropriately written by Mr. Winston Churchill, 
who as President of the Board of Trade introduced the Labour 
Exchanges Bill into the House of Commons in May 1909, reference 
is made to developments of the system during the past twenty- 
five years, including its adaptation to war-time recruiting of 
labour, the demands of demobilisation, the extension of unemploy- 
ment insurance especially in 1920, and the heavy unemployment 
of post-war years. 
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While circumstances have caused the volume of insurance work 
to be greater than that of placing, the authors devote at least 
four-fifths of the text to the latter more constructive side of the 
Exchange Service’s activities. Part I is introductory, reviewing 
population, labour supply, employment and unemployment. 
Inter alia, the authors indicate that there is no general tendency 
for women to replace men in industry, that about 26 per cent, of 
insured boys and girls are attached to the distributive trades, and 
that the numbers employed in agriculture continued to decline 
during the first ten or twelve years after the war. 

Part II outlines the organisation of the Emplo 3 noient Exchange 
Service, with over 1,160 Exchanges and Branch Employment 
Offices, and the structure of a typical Exchange is described. 
Placing procedure is reviewed, including the special methods 
adopted for juveniles and seasonal workers. Measures for en- 
couraging mobility of labour are also described, and it is claimed 
that, although the depression has greatly reduced the opportunities 
of successful transference from the areas suffering most from 
unemployment, the transfer schemes have made no small contri- 
bution towards increasing the mobility of labour. Thus, between 
August 1928 and June 1933 over 104,000 persons, of whom 93,169 
were men, had been transferred from the depressed areas. An 
account is given of the various training schemes, and reference is 
made to the success of systems for reducing the surplus of casual 
labour, especially by registration of port workers, and to restric- 
tions upon the number of new entrants into certain coal-mining 
occupations in areas where there is a surplus of miners. 

Interesting statistics of placing are given, showing that the 
percentage of vacancies notified to the Exchanges which were 
fiUed rose from 83-3 in 1922 to 92-0 in 1932. A large increase is 
shown in the number of vacancies filled in certain industries, e.g. 
engineering, iron and steel, and textiles. The Exchanges place 
nearly one-third of the wholly unemployed workpeople who 
obtain employment in the areas in which they are registered. 
For women the placings indices are considerably higher than for 
men, while the number of juveniles placed by Employment 
Exchanges and Juvenile Employment Bureaux during 1932 was 
321 ,059, or about three times the number in 1922. Approximately 
one in four of all engagements of juvenile labour is effected 
through the official organisations. 

Emphasis is laid upon the fact that the use of the placing 
system by employers is voluntary, and that the Exchanges are in 
competition with other methods of recruiting. This has made 
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it essential to submit to employers only those applicants who 
are industrially best qualified for the jobs offered. It follows thaly 
offers of work through the Exchanges cannot and should not be 
used, except incidentally, to help in the administration of imem- 
ployment insurance as tests of the genuineness of claims to 
benefit. On the ‘‘ genuinely seeking work ” controversy the 
authors conclude that the system in operation from 1924 until 
1930 tended “ to defeat one of the objects for which the Exchanges 
had been set up, namely, to obviate the need for tramping after 
problematical work, and was stultifying the appeal to employers 
to engage their labour through the Exchanges rather than by 
the haphazard methods of advertisement or * at the gate.’ ” 

The insurance administrative system is reviewed in Part III, 
which includes the methods of dealing with direct claims, indirect 
claims where a trade union is responsible for the administration, 
proof of unemployment, and the computation and payment of 
benefit. The conditions disqualifying an insured person from 
right to benefit are also discussed, together with the special 
provisions applicable to seasonal workers and married women, 
and the reference of disputed claims to the Court of Referees. 
The volume concludes with about sixty pages of valuable appen- 
dices giving statistics, a list of the forms used and a description of 
the principal returns and reports compiled in the regular adminis- 
tration of the system. 

The authors had completed their study before the administra- 
tive changes required by the legislation of 1934 were made and 
before the 1931 Census statistics were available showing the 
occupational and industrial distribution of the population. This, 
however, detracts little from the usefulness of the volume, which 
on most points of procedure is up-to-date, and which gives the 
information necessary for understanding the practical working 
of the system, while indicating its value as a factor in Britain’s 
internal stability and in contributing to her resilience during the 
depression. 

J. Hsimy EiIchae.dsois' 

(The University of Leeds. 

The British Attack on Unemployment. By A. C. C. HCiix, Jr. 
and IsADOR Ltjbin. (Washington, D.C, : The Brookings 
Institution. 1934. Pp. xiv -f- 325. $3.00.) 

It has long been evident that the United States must one 
day adopt a comprehensive system of unemployment insurance. 
The great research foundations, which do the work of inquiry 
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and objective thinking which her government for the most part 
neglects, have therefore for some years been collecting and 
digesting information about the systems of insurance and relief 
which prevail in other countries. This study, undertaken by 
the Brookings Institution, is a welcome addition to — ^in parts 
an improvement upon — those already completed with the aid of 
the Bockefeller Foundation. It is all the more interesting 
because Dr. Lubin, one of the authors, is now United States 
Commissioner of Labor Statistics and was one of the advisory 
group who assisted in drawing up the recent report to the 
President on economic security. 

All but thirty pages of the book are taken up with a descrip- 
tive and historical account of our system down to the passage of 
the Act of 1934. This is admirably done : the authors (of 
whom I believe Dr. Hill is mainly responsible for the detailed 
work) are to be congratulated upon the skill with which they 
steer their way through the confusion created by the successive 
statutes. They succeed in giving a clear, readable and reliable 
account — omitting unnecessary detail, yet sacrificing nothing of 
importance for their purpose — of the Employment Exchanges, 
of transference and training, and of relief works, as well as of 
insurance and relief and their finance. The inclusion in a fiap 
at the end of the book of half a dozen specimens of the chief 
forms — including an Tmemployment book — ^used in the adminis- 
tration of the insTzrance scheme is a valuable addition to the 
statistical tables and explanatory notes which form the appen- 
dices. The American reader, for whom it is mainly intended, 
will find the book a useful and handy grade; and it may be 
reco mm ended to students on this side of the Atlantic who have 
no time to read the reports of the Eoyal Commission. 

Readers of this Jotjbkal will be chiefiy interested in the two 
final chapters, in which the authors, rather too summarily per- 
haps, state their main critical conclusions. They find the 
Exchange system admirable in many respects, but regret that 
the routine work of benefit payment has borne so heavily upon 
the stafi that they have not had adequate time for the more 
important work of placement. They consider that compulsory 
notification of vacancies should have been enforced upon em- 
ployers in the industries where recruitment is most haphazard. 

They have no difficulty in disposing of the arguments — ^still 
to be heard in America — ^that the payment of unemployment 
benefit “ demoralises the recipient and hampers industry in 
Its competition with the foreigner. They foUow the majority of 
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our Royal Commission in favouring a sharp distinction between 
insurance and relief. The arguments of the minority against 
any distinction are not considered, for the authors hold that 
“ insurance against imemployment is fundamentally no different 
from other forms of insurance.” They favour, however, the 
inclusion of most of the classes of labour now excluded from the 
British scheme; they would adjust contributions and benefits 
according to earning power rather than according to age and sex. 

In discussing the wider effects of State policy in this country, 
the authors wisely conclude that such spending on public works 
as has been carried out was distributed over too long a period, 
and in any case was undertaken at an entirely unsuitable stage 
of the trade cycle : its failure has no bearing on the controversy 
over the contention that public spending can promote recovery 
from depression. But their reiterated claim that mobility was 
hampered by the public works undertaken before 1928, because 
these were confined to the depressed areas, does not seem to 
me to have great force. I doubt whether effective migration 
from South Wales, for example, could have been any more rapid 
than it was in those years. Much more important, certainly, 
was the effect upon mobility of organised short time, made 
possible by unemployment insurance, among Lancashire cotton 
operatives. South Wales coal-trimmers and other workers. Our 
authors do not deal with this. They also go astray when they 
say : “The potentialities of the unemployed British wage-earner 
to profit from general lectures and discussions of history, economics, 
literature, and art, and to enjoy and profit by the public museums, 
have scarcely been tapped.” That criticism is surely very wide 
of the mark. But these are after all only minor flaws in a con- 
spicuously successful study of a complicated tangle of institutions 
in a foreign coimtry. 

H. A. Marqtjahd 

University College, 

Cardiff. 

Theories of the Trade Cycle. By A. L. Macfie. (London : 

Macmillan & Co. 1934. Pp. x -}- 198; Is. Qd. net.) 

This book is an attempt to present a comprehensive pictme 
of current doctrines as to the causes of industrial fluctuations. 
After an initial brief chapter on “ The Facts and the Problem ” 
Mr. Macfie proceeds to examine in succession “ real ” theories, 
monetary theories, “savings and investment” theories and 
“ psychological ” theories. His approach is friendly but critical ; 
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lie is anxious liotli "to stress tlie particular merits of each and also 
to m.odify and correct it with a view to fitting it into place along 
with its fellows in a coherent whole. A final chapter summarises 
the Tnairi results of his analysis, and poses, but does not discuss, 
the question whether the trade cycle can be cured without a 
radical reorganisation of the economic system. 

An undertaking of this kind is both courageous and timely. 
It is not, of course, to be expected that a book which covers so 
wide a field in less than two hundred pages should represent a 
major work either of criticism or of synthesis. But Mx. IMacfie 
done good service both in that he has helped students of the 
trade cycle not to forget the whole in their preoccupation with 
one or two of its parts, and also in that he has laid an emphasis, 
unusual in these days of acrid controversy, upon the possibility of 
harmonisiug the apparently irreconcilable views of our leading 
thinkers. XJnfortimately he has allowed himself to be deflected 
from his task as a peacemaker by the desire to make his book 
useful to students in their second year. He believes that it will 
“ smooth their passage ” from static to dynamic theory and will 
assist them when they embark upon the difficult study of the 
short period ; in fact in his preface he expressly states that this 
is its main purpose. Now it is very doubtful whether the book is 
really suitable for beginners. Not merely is its style far from 
easy, but its contents are likely to prove at times definitely mis- 
leading. The student who is guided by Mr. Macfie will get the 
impression that everybody agrees with Mr. Hawtrey in attaching 
importance to fluctuations of stocks in the hands of dealers ; that 
there is no essential difference between the published views of 
Mr. Keynes and Mr. Robertson ; that the only fatal objection to 
under-consumption theories is their failure to distinguish between 
savings and investment ; and that the “ psychological ’* theory of 
Professor Pigou can be dismissed on the ground that errors are not 
psychological and cannot, therefore, be either optimistic or 
pessimistic. I am not, of course, suggesting that Mr. Macfie 
intends any of these conclusions to be drawn from what he says. 
But I am STire that one or more of them will be drawn by any 
imwary student who uses the book in the way in which Mr. Macfie 
wants it to be used — namely, as an introduction to further reading. 
And, more generally, I am not at all convinced that it is wise to 
inculcate beginners with the belief that most writers on the theory 
of the trade cycle are in frmdamental agreement and differ from 
one another only in emphasis — ^justifiable as we no doubt all hope 
that belief will turn out to be. 
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Moreover, the fact that Mr. Macfie has addressed himself to 
students as well as to his colleagues has led to hia tolerating gaps 
and loose ends in his hook which seriously impair its value as a 
contribution to the synthesising of trade cycle theories. The 
chapters on “ real ” causes and on under-consumption theories 
are not merely rather superficial in themselves but are scarcely 
related to the rest of the book. That on “ psychological ” theories 
is devoted practically exclusively to an interesting but dispro- 
portionately long and not very relevant analysis of the emotional 
and instinctive roots of optimism and pessimism. And it is only 
in the central part of the book, which deals with the doctrines of 
Mr. Hawtrey, Professor Hayek and Mr. ICeynes, that he effectively 
settles down to his task of correlation and synthesis. These 
chapters are extremely stimulating. But they are far too short 
to do justice to their theme ; nor is there room in a short review to 
discuss the issues which they raise. 

There is an analytical table of contents and a short biblio- 
graphy, but no index — a serious omission in a book of this type, 
in spite of the author’s claim that it is not necessary. 

Li. M. Fraser 

The Queen^s College, 

Oxford. 

La Grise de la Monnaie Anglaise (1931). By S. J. Catieoris. 

(Paris : Pecueil Sirey. 1934. Pp. 210. 30 francs.) 

Ln tracing the causes of our departure from the gold standard, 
this book goes back to the conditions existing in 1925 and earlier. 
Necessarily the main theme of the argument is familiar : stabilisa- 
tion at too high a value and the subsequent failure to carry out 
the necessary deflation. But the book commends itself by its 
lucid style and the care with which the relevant facts are assembled. 

Dr. Catiforis distinguishes between the " technical ” and 
“ economic ” deficiencies of the 1925 stabilisation. Under the 
former head, his main point is that our gold reserve was from the 
first inadequate. This is no doubt an arguable view, but it is 
imsatisfactory to base the argument mainly on the relation 
between the gold reserve and the Bank of England’s internal 
liabilities. I am also surprised that the author should find fault 
with the character of the Bank’s assets, on the ground that they 
should have included a greater proportion of commercial paper. 

By the economic conditions of stabilisation, Dr. Catiforis 
meazxs the appropriateness of the rate, given all the other 
conditions. He finds that the adoption of the old gold parity was 
justified on a comparison of English and American prices, but that 
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this rate became too high as a result of the excessive devaluation 
of the continental currencies. It seems to me that he relies 
unduly on an elementary purchasing power parity theoi'y in the 
first part of this conclusion. The more general conclusion that 
sterling was overvalued is supported by a study of the Board of 
Trade balance of payments figures and other evidence of increasing 
short-term foreign indebtedness. 

The policy adopted by the Bank of Bngland in this situation is 
fairly described as the passive one of waiting for something to 
turn up in the form of a rise in world prices. Br. Catiforis shows 
himself well aware of the difficulties in the way of an active policy 
of deflation. But I think he makes too much of the easy argument 
that the Bank failed to respond appropriately to gold movements. 
Apart from the fact that the loss of gold was by no means con- 
tinuous, there is the consideration that if the Bank had adopted 
the obvious means to avoid a net loss of gold, the result might 
have been achieved through a further increase of short-term 
foreign indebtedness combined with a decrease of imports as a 
result of increased unemplo 3 ntnent, leaving the underlying situation 
rather worse than better. 


In his last section Br. Catiforis gives a useful summary of 
British policy since the departure from the gold standard. His 
account of the Exchange Equalisation Account and its operation 
is conspicuously sympathetic. His later statement that the pound 
has been somewhat undervalued is hardly supported, however, 
by the figures w'hich he cites for the balance of payments. 

The broad conclusion of the book is that we made the mistake 
of being in too much of a hurry to return to gold in 1 926, and that 
we are not likely to repeat that mistake. 

In a short review points of disagreement tend to receive dis- 
proportionate prominence. Whether right or wrong, the author’s 
comments add interest to what is in any case a very useful 
summary. 


TAe London Scfi^ol of Economics. 


P. Bahrett Whale 


Treasuries and Central Banks. By B. W. Bodwell. (P. S. King. 

Pp. xiv 4- 218. 10s. 6d.) 

Mb,. Bodwell has written a very useful book. He does not, 
it is true, remove the veil of secrecy which has always covered 
certain important aspects of his subject. In fact he has drawn his 
information almost entirely from sources already public. But it 
is a great advantage to have the facts brought together and 
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presented in a coherent system. Above all, the author is to be 
praised for his clear-headedness — his freedom from those vague, 
unanalysed presuppositions with which writers on the practical 
problems of finance are so often infected. 

Apart from a general Introduction and Conclusion, the book 
deals with the relations between the Treasury and the banking 
system in the United Kingdom and in the United States. The 
treatment is historical in form and in each case a division is made 
between the pre-war and subsequent periods. The account of 
the English relations is commendably clear, and should be found 
useful for teaching and reference purposes. To most English 
readers, however, the chapters on America will be the most 
interesting parts of the book — particularly the accounts of the old 
Independent Treasury system and of the way in which Treasury 
balances have been managed since the w'ar. 

Many will be surprised, I think, to learn that whilst “ the 
greater part of the (U.S.) Grovernment receipts and disbursements 
are handled through the Federal Reserve banks and their 
branches,” the Reserve banks have normally held only a com- 
paratively small part of the Treasury balances. .A, much larger 
part has been held by the commercial banks, chiefly as “ special 
depositaries.” In form these special deposits are constituted by 
allowing these banks to retain their own subscriptions to Treasury 
certifiLcates of indebtedness on deposit, until the money is required 
by the Treasury. Rut sts the certificates are repaid each quarter 
from the proceeds of the quarterly tax collections and then 
immediately replaced (in large part) by new issues, the effect, as 
Mr. UodweU shows, is substantially the same as though the taxes 
were left as deposits in the taxpayers’ banks until the Treasury 
required the money. In principle, granted the solvency of the 
commercial banks, Mr. Uodwell considers that arrangements of 
this kind may disturb the monetary system less than the con- 
centration of Government funds at the central bank. 

An interesting point discussed in the English part is the effect 
of the concentration of tax payments in the early months of the 
year, now that there is the possibility of returning the money to 
the market fairly speedily through the repayment of Treasury 
bills. Mr. Uodwell finds that a certain reduction in the reserves 
of the joint stock banks still takes place, and so far as this is 
avoided by the repayment of Treasury bills, he considers the 
effect only a little less deflationary. His treatment of the point 
is hardly full enough, however, to be entirely convincing. 

On the question of the relations between Treasuries and 
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Central banks in the determination of general credit policy, Mr. 
Dodwell adopts a sensible middle view. A working compromise 
has to be found between political control and central bank 
independence, the precise form of which must depend on the 
traditions and institutions of each country. 

P. Bahkett Whale 

Social and Economic Meconstruction in the United States. By 
TT . B. Btttleh, (Geneva : International Labour OjBSce. 
1934. Pp- viii + 401.) 

The Nev) America. By Sm Ahthtjh Steel-Maitlajstd. (Lon- 
don : Macmillan. 1934. Pp. xiii + 238. IO 5 . Qd.) 

The I.L.O. Beport on the economic achievements of the New 
Deal is a lucid and comprehensive analysis of the legislation of the 
73rd Congress, and of the administration of the new Acts up to 
July 1934; in this field it is likely to remain for some time the 
standard work of reference. The making and administration of 
codes under the NIRA is notoriously a subject ill adapted to 
descriptive generalisation, but Mr. Butler has threaded his way 
through the labyrinth with co nfi dent ease, and the whole book is 
unusually competent. 

In the United States, however, political action is determined as 
much by personalities as by economic beliefs. Mr. Butler is 
oeitainly aware how large a part individuals have played in 
shaping the legislation of the New Deal, but his ofBLcial position 
probably prevents him from discussing personalities in his book 
and so giving greater life to his narrative. He can tell us just how 
things happened and what the results were, but not why they 
happened just as they did. The New America might reasonably 
be expected to fill the gap. Sir Arthur Steel-Maitland has held 
office in a Conservative Government in this country ; and it would 
have been most interesting to have his opinion not only on the 
measures of the most “ Radical ” Administration which has ever 
governed the United States but also on the men who are running 
it.^ He has not given it. It is clear that he admires the President, 
is sympathetic with the social ideals of the Administration, and 
on the whole appreciative of their performance ; but he has 
preferred to mention the chief actors by name as little as possible, 
and not to sketch their characters at all. A chief difficulty in the 
writing of contemporary history is that, if contacts are to be 

1 This review was written shortly before the late Sir Arthur Steel-Maitland ’s 
sudden death, which all who are interested in industrial relations will join 
in deploring. 



1935 ] 


BECO^rSTRUCTIOISr Esr THE XjTSTITED states 


317 


preserved, the historian cannot write freely about those statesmen 
whom he knows best. 

The picture of the I^ew' Deal legislation is therefore over- 
rationalised, and logical reasons seem to have been found for 
behaviour where none actually existed. Both these books admit 
that the President’s own wishes have been of supreme importance ; 
but they do not point out that, while tolerably clear about 
ultimate aims, he has an open mind about methods and is always 
in touch with a set of advisers (ranging, say, from Dr. Tugwell to 
Mr. Baruch) who can be relied on to give bim a wide selection to 
choose from. Two reasons predominated in the decision to leave 
the gold standard in 1933. The first was that the farmers were 
threatening a general strike and martial law had been declared in 
Iowa ; serious trouble might be (and was) averted if the Adminis- 
tration gave proof of a determination to get something done. 
Second, all hia advisers agreed that prices would rise shairply if the 
dollar was devalued, and greatly exaggerated the possibilities for 
good or evil. Thinking a rise in prices desirable the President 
went ofi gold. It is true that the result was to give him a free 
hand in domestic policy without fear of international reper- 
cussions, but this was not an original reason for the decision. 
After giving devaluation an extended trial he became convinced 
that such rise in prices as there had been was mainly due to 
increased costs imder the !NIRA; and the dollar was again tied 
to gold. The bias of the Administration in monetary policy has 
always been in favour of “ sound ” finance. 

Neither Sir Arthur nor Mr. Butler supports the view that the 
President should have aimed at recovery first and reform after- 
wards, but implies, on the contrary, that such a course would have 
been quite impracticable. The Acts which made possible the 
abolition of child labour, official recognition of trade unions, and 
the setting up of the Tennessee Valley Authority, for instance, could 
only have been passed at a time when every member of Congress 
wanted something done quickly ; and the President showed his 
usual political skill by making it clear that the more obstinately 
anyone held up a measure which he disliked, the longer would be 
delayed the reforms of which he approved. To do this Roosevelt 
had to offer some concession to every section of opinion ; and that 
is the chief reason why it is so hard to deduce from his legislation 
the economic philosophy which inspired it. 

Sir Arthur is very critical of the usefulness of public works 
during a depression, but his arguments are unconvincing ; and 
Mr. Butler is content with the reminder that “ expansionist 
No. 178. VOL. XLV. Y 
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metlaods are carrying the burden not only of recovery but of 
reconstruction. . - . Without the programme of extraordinary 
Government expenditure ... it is highly questionable whether 
parts of the reconstruction programme could be carried through 
without bringing the economy of the country to a standstill.” 
Neither writer stresses sufficiently the remarkable achievement of 
the Civil Works Administration which was employing four million 
people within two months, on works whose value Sir Arthur 
unjustifiably disparages. Housing is the one form of public 
works for which Sir Arthrur shows enthusiasm, but though one 
must agree with bim about the need for a Government housing 
programme it is possible to have doubts about its timing. It 
seems only too probable that building activity will be con- 
centrated on the upswing of the trade cycle, and that its cessation 
will intensify the next depression. 

Each book has a most instructive chapter on industrial 
relations, and some of Sir Arthur’s comments are very shrewd. 
Mr. Butler emphasises that any permanent change in the dis- 
tribution of income in favour of the wage-earners cannot be 
oo3QSolidated otheirwise than by organisation on their part ” ; and 
the strength of the company union is at once significant. It is due 
partly to the craft organisation of the trade unions, partly perhaps 
to the extent to which some of them are dominated by racketeers, 
and partly to the prosperous conservatism of the A.F. of B. 
leaders, with whom the ordinary unskilled labourer can feel 
nothing in common. But Sir Arthur is surely too optimistic when 
he writes, “ Moreover, if there are several large firms in an industry, 
each wdth its company union, the natural development will be for 
these unions to coalesce in course of time into one independent 
industrial union, which wdll be stronger and better led than any 
group of craft unions would have been.” It is precisely in the 
hope of preventing any such amalgamation that company unions 
are favoured by the management. 

It is inevitable that a review should stress points of difference 
rather than of agreement, and those who do not wish to go into 
the subject in great detail will find in The New America an excellent 
sketch of the history of the New Heal. All the essential facts are 
there, and in general the comments are well-informed and sensible. 
It is especially gratifjdng to find a firm insistence that recovery in 
the United States is inevitable, and that the danger is that increatsed 
business activity will lead to an undue inflation of credit. The 
member banks have over $1,800,000,000 of excess reserves. But 
it is a pity, when the President is considering how imemployment 
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reKef can best be placed on a permanent basis, that Sir Arthur 
should lend his support to the insurance principle. If premiums 
really varied for each worker with the risk of his unemployment, 
and if the amount of unemployment was within the control of 
either worker or employer, a case could be made out for it. But in 
England to-day the “ insurance principle ” is simply a shorthand 
for the proposition “ funds for unemplo 3 ?ment relief can best be 
raised by a tax on employment,” and there is little reason to 
believe that this proposition is true, 

C. H. P. Giffoed 

Magdalene College, 

Cambridge. 

FuTirer durch die Krisewpolitih. By Peitz IMacbxxjp. (Wien : 

Julius Springer. 1934. Pp. xv 232.) 

The call for simpler economics, for more instruction of the 
lay mind by economists, is answered by Br. Machlup’s book. It 
is not intended for economists, nor is there any analysis in it for 
them. It might have been called economic fallacies in proposed 
remedies for trade depression. The range of topics considered is 
wide, including expansion of credit, creation of emplojrment by 
investment, reduction of the burden of debts, national self- 
sufiS-oiency {AutarTcie'), interferences with foreign trade, monetary 
reform, saving versus spending, and planning. 

The possibility of “ cranking up ” the economic system by an 
expansion of credit is treated first, and it is irnequivocally con- 
demned as a remedy for depression. A temporary stimulus can 
be achieved, but depression is sure to follow because credit must 
be progressively expanded for prosperity to be sustained. The 
existence of imemployed instruments does not make the case 
for credit expansion more favourable : the employment of them 
involves the use of “ fluid capital,” and if this is provided by 
extending credit the nemesis is certain, because credit cannot be 
expanded indefinitely. When the crisis occurs it becomes clear 
that there has been mal-investment of resources, that capital has 
been destroyed, which is the cause of the crisis. This argument 
is central to the whole book ; in fact it gives the book its systematic 
character. 

It is a striking fact that remedies appear much more promin- 
ently than causes in Br, Machlup’s book. The reason is not far 
to seek : there is in his view only one major cause of depression, 
and that is destruction (or consumption) of capital. No proof of 
this is given — ^nor is it called for by the author’s view of the nature 

V 2 
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of the book — ^but it is assumed to be the chief if not the sole 
cause whatever the manner in which it is brought about. The 
result is that the proposed remedies lend themselves to popular 
discussion much more readily than they would if there were not 
this simplicity in the view of causes. There is a certain beauty 
in the simplicity of the recurring theme. If it is a question of 
spending versus saving, the Spartan course is to be preferred. 
An increase in spending leads to stagnation in the stages of pro- 
duction more remote j5:om consumption. Idle capital goods 
lose their capital character ; their existence is a sign of capital 
consumption. Failure to realise this springs from the twin 
errors of regarding all productive instruments or all money as 
capital. If eqxdpment is idle the expansion of bank credit can 
never lead to a fuller use of it because the credit cannot be granted 
long enough to allow the process of production to be completed. 
More capital will be consumed. 

In keeping with the assumption that capital consumption is 
the main cause of crisis there is a cavalier rejection of deflation as 
a cause. It is allowed that deflation may occur through the 
hoarding of cash and deposits. This, however, is regarded as an 
unpleasant accompaniment of the “ confidence crisis,” and nothing 
more is said about it, except that an extension of credit is no cure 
for it. In fact it appears that an expansion of credit can never 
play a useful part in combatting depression. For example, in 
the case of unduly high real wages which Dr. Machlup regards as 
a major cause of capital consumption, if they are rigid it is no use 
expanding credit as an indirect method of lowering them, because 
relative prices are thereby distorted, mal-investment occurs, 
processes are started which cannot be completed ; in other words, 
it is inflation and therefore it is no remedy. 

The main substructure of the book is still debatable matter. 
It may be that fruit wiU be yielded in the near future by inquiry 
into the adequacy of this theory as an explanation of depression. 
Perhaps there are only differences of emphasis even now, yet the 
fact is that capital consumption is not universally accepted as the 
major or the sole explanation of crises. There are some parts of 
Dr. Machlup’s book, however, behind which all professional 
opinion will be marshalled, and of these the most important are 
those which are embraced by the word Autarhie — all efforts to 
achieve national self-su£fi.cienoy and to stifle international trade. 
State policies of this kind are castigated by Dr. Machlup with the 
vigour of Bastiat . The ridicule is so great that it seems impossible 
that the fallacious beliefs should survive it. Unfortunately the 
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thought and efiort required to read even this simple book are not 
likely to be forthcoming from large numbers or from statesmen. 

Redvers Opie 

Magdalen College, 

Oxford. 

Free Banking : an Outline of a Folicy of Individualistn. By 
Heitry Metjlen. (Macmillan. 1934. Is. 6<?.) 

This volume is a new and revised edition of the author’s 
Industrial Justice through Banking Reform which appeared in 
1917. IVIr. Meulen ranges himself among the critics of monetary 
and banking orthodoxy, but at least he can write clearly and, 
tmlike many of his fellow-critics, he does not invent a new 
terminology to make confusion more confused. His defects of 
exposition are in the main confined to some unnecessary repeti- 
tions, and to a too frequent use of question -begging phrases like 
“ history shows ” and “ experience teaches.” It is also rather 
hard to be told that “ poUticiaiis and economists w^ere rmable 
to assign a reason for the sudden blossoming of foreign industry ” 
(p. 205) in the nineteenth century. 

There are three main contentions in the book. First, the 
various “ social ” problems which occupy the attention, of 
reformers are merely results of a single cause which is said to 
be the lack of demand for labour among employers, and that 
in turn is said to be a problem of distribution. This problem 
of distribution, however, requires for its solution an increase 
in consuming power which will secure higher wages to the 
worker, and that can only be done by providing a “ means 
whereby capable manufacturers or workers may be credited 
with cheap capital — an order on the excess product of the com- 
munity — ^to enable them to imdertake production ” (p. 36). 
Among other things, the shortage of purchasing power is said 
to be a cause of industrial monopolies and of over-expanded 
business units. 

The two remaining contentions are logically distinct, although 
they are rather taken together by the author. One involves an 
attack on the gold standard system as it functioned particularly 
in this country, and the other involves an attack on legal restric- 
tions on banking. These are logically distinct because it is at 
least possible to have “ free ” banking with a gold standard 
system. With regard to the gold standard system, Mr. Meulen 
sees in the periodic financial demands for gold the major cause 
of commercial crises. “ In sober confidence I advance the 
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statement that the withdrawal of gold in times of prosperity and 
high prices, or in times of strong foreign demand, is a far more 
frequent cause of financial crises than excessive speculation on 
the part of manufacturers and merchemts ’’ (p. 177). There is 
also the fact that a free market for gold leads to more numerous 
bank-rate changes which are disturbing to trade and industry. 
Tti that connection, the author sees much virtue in the old 
option-clauses which in the eighteenth century governed the 
redemption of hank notes in Scotland, and which has its counter- 
part in those regulations which in other countries protected the 
central hank against the obligation to make immediate payment 
in gold if that should be inconvenient. 

The third contention claims that the insufficiency of pur- 
chasing power has resulted from the legal limitations imposed 
upon the banks of the country. “ Our chief need is for freedom 
for any type of bank to set up which can command confidence 
in the district where it operates. ... I see no reason also why 
industrial firms of repute should not issue their own notes in 
wages to their work-people ” (pp. 316—16). The success of 
eighteenth-century banking in Scotland is attributed to its 
freedom from interference. It may be remembered that a 
century ago, Thomas Joplin was attributing this success to 
the joint-stock S 3 ?ntem of banking. The country banks in 
England were ** free ” and yet banking failxires were frequent. 
Mr. Mexden does not think that safeguards are necessary to 
protect the public against banking extravagance. “ The dangers 
attributed to free banking are mainly State-created. Freedom 
would enable the community to set up perfectly adequate pro- 
tection for its credit system ” (p. 379). 

To the question as to why cheap money rates do not generate 
revival quickly, Mr. Meulen replies that “ the banks are offering 
only either short-date loans or long-term loans against gilt- 
edged security. Let the banks offer to take a little more risk 
in long-term loans, and they will find no lack of borrowers ” 
(p. 420). 

Mr. Meulen is aware of the criticism that “ free ” banking 
may generate over-issue, but he has no convincing reply to 
offer. He is mainly preoccupied with what he regards as the 
dangers of limitation. The statement that Bank of England 
loans after 1797 ** had not inflated the home currency, since 
they were for the most part used abroad ” (p. 101), is hardly 
convincing. Nor is the statement that quantity theorists have 
failed to “ distinguish between the effects of a fresh supply of 
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money from a gold mine and that from a bank ; hence they 
omit to remark the difference between a permanent and a tem- 
porary rise of prices ” (p. 305). There is no adequate discussion 
of the foreign exchanges and of the effects of fluctuations in 
these rates upon trade and industry. There is no attempt to 
deal with the gold standard as an international system which 
relates in some way the price structures of different coirntries, 
and no examination of the function of gold movements in con- 
nection with that international system. T his is important 
because the main modem defence of the gold standard system 
is based upon its international implications. 

D. T. Jack 

The University f 
St, Andrews. 

Insurance Funds and their Investment. By B. W. Paish and 
G. L. SonwAUTZ, Sir Ernest Cassel Lecturers in Commerce 
in the University of London. (London : P. S. King & Son. 
1934. Pp. 117. 4s. 6d.) 

Tms little book is written for the student, not for the expert. 
The authors claim that whereas there are many books dealing 
with the resources and investment activities of banks, there is 
none dealing with insurance in the same w’-ay. Their idea was 
to co-ordinate — ^for the help of ** the general student of economic 
problems ** — ^the material lying in scattered papers, for the most 
part written by aotuaries for their professional associations and 
conferences. But I doubt whether the general student of econo- 
mics can be helped by a book which for more than half its entire 
length gives a technical accoimt of the origin and nature of 
insmance funds, and for the rest is content to recite the main 
facts of investment experience from 1890 to the present time. 
Nowhere do the authors allow discussion of the general questions 
concerning insurance which a student of economics — or the 
expert for that matter — ^might be interested in. Eor example, 
to what extent do life insurance companies provide a channel 
for the flow of savings into investment ? Can the directors 
who are in charge of life insurance funds contribute anything 
to the “ real investment of the national savings ? Would it 
be necessary for a National Investment Board, which had been 
set up to direct the flow of savings into planned investment, 
to take over the investment functions from the directors of 
insurance companies ? What is the case for the business of 
insurance being conducted by private enterprise as against 
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national ins urance condncted by the State ? These are a few 
of the vital and fundamental questions which the authors leave 
unanswered. They are content to make the bald statement, 
which might have come from any reactionary company director, 
that the “ insurance business has no responsibility for the public 
finances, nor for the general economic situation of the country. 
Its sole responsibilities are to its shareholders and, most of all, 
to the policy-holders.’* It is a pity that the authors should 
have avoided discussion of broad insurance problems from a 
national or social point of view. 

Coming down to the detail of the book, there are not a few 
occasions when lucidity appears to have been sacrificed to brevity. 
For example, the chapter on the survey of insurance ofidce 
investments ” contains a number of tables some of which do not 
state clearly whether they refer to composite or life offices. And 
in the same chapter, discussing the course of interest rates, a 
table is given showing the yearly average price of per cent. 
Consols from 1890 to 1933, but without mentioning that the stock 
carried interest at 2§ per cent, from 1889 to April 1903. Other 
minor inaccuracies of this sort could be mentioned. 

In the chapters on “ investment experience ” the authors 
make some surprising statements. On page 97, after mentioning 
that the heavy decline in ordinary shares in 1929—30 had very 
little direct effect on insurance finance, they go on to say : “ It 

was a matter for congratulation that insmance business in general 
had not been swayed by the arguments of the ‘ enlightened ’ 
investment advocates.” The authors have either no recent 
experience of investment or have shut their eyes to the fall in 
the rate of interest. Clearly, if interest rates continue to fall 
much farther, those offices with a relatively high proportion 
of ordinary shares and a low proportion of mortgages will do 
better than offices which are not so “ enlightened.” The table 
showing the price of ordinary shares stops at the end of 1932. 
Since that date ordinary shares have risen very considerably. 

On the question of the fall in the rate of interest I suspect 
the authors of having a “ complex.” They appear to regard 
the conversion of 5 per cent. W^ar Loan as a manipulated, artificial 
measure. This on page 110 : “ The Government staged a huge 
conversion operation. ‘ Staged * is an appropriate word, since 
the procedme was invested with a considerable amount of 
artificiality and theatricality. The highly abnormal conditions 
of the moment were exploited to jockey the public into a swift 
decision on the merits of an irredeemable bond.” They seem 
oblivious of the fact that there was an economic crisis, that 
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m i lli ons of men were out of work and that the rate of interest 
had to he cut in order to stimulate a revival in the capital invest- 
ment industries and reduce the burden of the internal debt. The 
Grovemment had a perfect right to exploit the glut in money 
and the isolation of the Liondon money market created by the 
suspension of the gold standard. 

E. H. Eavexpobt 

Une Experience A.mericaine : If Investment Trv^t. By Pbceeipfe 
Son w OB. (Paris : Librairie du Recueil Sirey. Pp. vi -~- 
197. 30 frs.) 

Dr. Sohwob’s expressed object in writing this book was to 
exa m i n e the working of the American investment trusts with a 
view to coming to some conclusions regarding the desirability and 
possibility of their development in Prance, where the subject 
has been raised by the recent introduction into the Chamber of 
Deputies of a Bill to remove the double taxation of dividends 
which has hitherto barred their formation. The resulting work 
will, however, be of value to many others besides those for whom 
it was expressly written, for Dr. Schwob provides not only a 
brilliant analysis of the principles and practice of investment 
trusts in the light of American experience, but also throws a light 
upon some interesting aspects of the recent jSnancial history of 
the United States and of the pre-war and post-war capital markets 
of Prance. His description of the use which the Prench G-ovem- 
ment made before the war of its power to influence the direction 
of foreign investment, and of the results of its policy in the shape 
of the immense loss of Prench capital in Russia, may well act as a 
warning not to place too high a value on the expectation that 
Governments may control the flow of investment capital more 
wisely than its owners. 

Dr. Schwob ’s final conclusions are not such as to bring comfort 
to those who look to the principle of the investment trust to 
enable the small, lazy or ignorant investor to go outside the 
circle of gilt-edged sectrrities without increasing his risk. The 
fixed trust he condemns out of hand, on the ground that it cannot 
take a profit, but must take a loss if a dividend is passed. “ This 
consideration alone destroys that balance between the chances of 
gain and loss which diversification provides.” To the manage- 
ment trust he gives far more detailed consideration, but comes to 
the conclusion that while “ the investment trust would be an 
excellent instrument if it were placed in the hands of real trustees ” 
in Prance, as in America, “ the principle is rarely in accordance 
with reality.” Despite aU efforts at Government regulation, the 
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investment trust is unlikely to provide a means of absolving tbe 
investor from his primary responsibility of looking after his own 
investments . 

F. W. Paish 

London School of Economics. 

The New Survey of Z/ondon Life and Labour. Volume VXTX. 

London Industries, HI. (London : P. S. King & Son, Ltd. 

1934. Pp. XV + 323. 17^. 6d. net.) 

This volume aims to complete the ISTew Survey of London 
Industries, so far as it has been practicable within the available 
time, space and resources,” and deals with occupations covering 
about a million workers, the treatment being on lines similar to 
those of the two previous volumes concerned with industries. 
Altogether it is calculated that the whole Industrial Survey has 
covered about 3J million, out of a total occupied population in 
Greater London of 4,100,000, or roughly four-fifths of the whole. 
Of those omitted, a ceirtain number, like the street-traders and 
workers in street-markets, have been dealt with elsewhere in the 
Survey. 

The industries in this volume, as the Director of the Survey 
points out in another of those illuminating introductions which 
add much to the value of the work, are in no sense a homogeneous 
group. They include road and rail transport, the public utility 
services (gas, water, and electricity), hotels, restaurants and 
catering, and “ a group of highly interesting and characteristic 
London industries, including the working of precious metals and 
jewellery, and the manufacture of clocks, watches, scientific and 
musical instruments.” These last show appreciable survivals of 
the old handicraft trades, alongside of developments of ma.aa 
production in other branches. Elsewhere, notably in the public 
utility services, the organisation is often much more definitely of 
the latter t 37 pe. Finally, clerical work which “is not an industry 
in itself, but an occupation or service common to many industries,’* 
employs in Greater London, inclusive of the higher grades, close 
upon 660,000 workers, or about 13 per cent, of the whole occupied 
population of Greater London. Of these well over two-fifths are 
"^om-cn, who have shown that increase relatively to men which 
is co mm on to nearly all London industries. 

Other modem tendencies are illustrated by this varied group 
of occupations. In most of them mechanisation and mass pro- 
duction are present to a greater or less degree ; but, as in other 
I^ndon industries, various stages of development exist side by 
side in the same trade. An interesting illustration of this is 
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found in the description of clerical labour, where the Civil 
Service rightly claims to have been the pioneer of mechanisation 
in this country.” So, too, the tendency of the large rationalised 
amalgamation to improve wages and conditions again appears, 
and the Director emphasises “ the wholly beneficial action of 
mechanisation in lightening physical toil and eliminating specially 
exhausting, unhealthy or disagreeable tasks.” 

Conditions in the Catering Trades, for which the establishment 
of a Trade .Board has been proposed, appear to indicate “ pockets ” 
of under-payment, though most earnings seem reasonable. In 
some sections, also, there is evidence of bad general conditions, 
such as extra hours without payment for overtime or interrupted 
meal-times ; there is “ a general lack of seats, as prescribed by the 
Shops Act (1912), and in some establishments, where they are 
provided, waitresses ‘ hear of it ’ if they use them.” 

The Survey makes it clear that against the displacement of 
labour due to mechanisation, some beneficial results must be set. 
“ If mechanisation has shared in the causation of unemployment, 
it has had a powerful effect in diminishing one of the worst forms 
of under-employment, viz. intermittent and casual labour.” ifor 
must it be forgotten that the influences of the world depression, 
properly emphasised in this volume, accentuate temporarily the 
evils of mechanisation, which should thus be reduced as trade 
improves. 

The general standard set by the earlier Volumes of the Survey 
is well maintained here ; and the general presentation is both 
interesting and suggestive, the variety of the industries dealt with 
contributing in many ways to the general interest. The Siurvey is 
now nearing completion and it is announced that the next volume 
will be the concluding one of the series. N. B. Dearee 

Wciges, Cost of Living and the National Licome in Sweden, 1860—1930. 
By the Staff of the Institute for Social Sciences, University 
of Stockholm. (London : P. S. King, Ltd. 1933.) 

Vol. I. The Cost of Living in Sweden, 1830—1930. By 
Professor G. Myrdal. (Pp. 261. 12s- 6d.) 

Yol. II. Wages in Sweden {^Manufacturing and Mining'), 
1860—1930. By Professor G. Bagge, I. Svennilson and E. 
Lundberg. (1^. 579. 25s.) 

The Scandinavian Un&mjployment Relief Program. By C. J. Batzlaff . 
(University of Pennsylvania Press and Humphrey Milford, 
Oxford University Press. 1934. Pp. xviii -1-211. Ss. 6d.) 

Sweden has long been famous for the excellence of its vital 
statistics ; but the available sources for time -series analysis of 
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wages, prices and the national income were until recently rather 
limited. Thanks to the generosity of the Rockefeller Foundation, 
the Social Science Institute of the University of Stockholm has 
undertaken to remedy this deficiency. An excellent start has 
been made in the volume on Wages in Manufacturing and Mining 
by Professor Bagge, the author of one of the best modem treatises 
on the theory and practice of the labour market, assisted by Messrs. 
Svennilson and Lundberg. They examined the books of 160 
concerns and, by selecting “ typical ” workers in each occupation, 
were able to trace the course of hourly and annual earnings over 
the period. The “ kinetic ” method, which concentrates on rates 
of change, does not yield dependable figures of the absolute level 
of earnings at any time or place ; but its use is amply justified in 
this case. The result is an exhaustive source-book covering the 
earnings of males and females in all branches and occupations 
within Manufacturing and Mining. Research workers will also 
welcome the detailed studies of separate establishments which 
occupy a half of the volume. 

The various occupations fall into groups according to the 
magnitude of the rise of men’s wages between 1886 and 1910—13. 
It was found that the growth of annual earnings in the ore-mining 
and metal industries ranged between 70 and 81 per cent., whereas 
the group comprising mineral and stone, paper mills, food pro- 
ducts, leather, rubber and chemicals registered increases ranging 
between 104 and 117 per cent. Real annual earnings rose by 
140 per cent, from the ’sixties to the eve of the War : calculated on 
an hourly basis the figure becomes 163 per cent. The upward 
progress was continued in the period 1913—30, the real hourly 
earnings of males rising by 63 per cent. 

To trace the movement of the cost of living over a century is a 
hazardous project. Professor M 3 ncdal, who was responsible for 
the Cost of Living volume, faces up to the theoretical and 
statistical difficulties in the opening chapter. The reader hears 
the inner voice of the cautious theoretical economist restraining 
the adventurous urge of the statistician; but fortunately the 
battle does not result in a stalemate. Professor Myrdal has made 
skilful use of the primary data, which included the nineteenth - 
century records of price scales originally introduced by provincial 
authorities to facilitate the transition from payments in kind to 
a monetary economy. The general cost of living index-number is 
built upon annual “ semi- wholesale ” prices of commodities in 
each province and two working-class budgets, one relating to 
and the other to 1881 — 1900. Interesting evidence is 
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afforded of inter-local dispersion of prices and coefficients are 
given to show the tendency towards uniformity during the period. 
The Appendix by iMr. Sven Bouvin brings the inquiry up to 1931, 
when the general cost of living stood at 58 per cent, above 1914. 
This book is a valuable contribution to a subject of peculiar 
difficulty. The remaining volumes of this inquiry, particularly 
that on the National Income, will be eagerly awaited. 

Professor Ratzlaff’s book succeeds in giving a clear picture 
of the parts played by cash payments, unemployment insurance 
and public works in the relief systems built up in the Scandinavian 
countries. In Denmark the Government and the local authorities 
subsidise the unemployment funds of the trade unions. Norway 
has a State-organised scheme on the Ghent model covering all 
wage-earners. Ever since 1884 the trade unions in Sweden have 
distributed out-of-work pay to their members ; and though the 
demand for a compulsory State system has become very insistent, 
that step has not yet been taken. Those economists who like to 
assume that the rigidity of the wage system would be greatly 
reduced if trade unions were to be responsible for providing 
unemployment benefit will find Scandinavian experience dis- 
appointing. 

The “ work principle ” rather than that of ‘‘ maintenance ” 
has always been the key-note of the Scandinavian attitude to the 
unemployment problem. But in a severe depression the propor- 
tion of the workless that can be absorbed in the ordinary public 
works is relatively small ; and even in Sweden one -half of those 
out of work receive no assistance. The wages on public relief 
works in Sweden in recent years have averaged about 15 per 
cent, below trade union rates. Professor Ratzlaff gives a full 
account of the attitude of employers and workers and the adminis- 
trative difficulties encoimtered in the three countries. His 
conclusions are mostly of a negative character, stressing the 
limitations of insurance and the dangers of excessive cash relief. 
One defect of his analysis is his failure to bring out the significance 
of the recent public works policy of the Swedish Labour Govern- 
ment in relation to the budget. The old notion of relief works is 
giving way in Sweden to a new technique whereby the volume of 
public investment will be regulated in accordance with the dictates 
of monetary policy and the needs of the labour market. 

Brixlby Thomas 


London School of Economics. 
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TJie Decasualisation of Dock Labour ; with a^&cial reference to the 
Dart of Bristol. By W. Haomiltoit Whyte, M.A. University 
of Bristol Studies, No. 2. 5s. net. 

In this hook the author endeavours to set forth the experience 
of the port of Bristol in decasualising dock labour, and to indicate 
its bearing on the general problem. Since the Shaw award the 
use of lists of registered workers who are given preference in 
employment has become general, but the reduction of the labour 
surplus has been complicated by the peculiarities of the National 
Insurance system as applied to port labour, and by the relatively 
Viigh rates of pay. The author’s case is that partial decasualisation 
under these conditions has created new problems of immobility, 
has led to an uneven distribution of wages and benefit, and has 
encouraged, rather than otherwise, the retention of a large surplus. 
Mr. Whyte argues that in Bristol the total sums paid in wages 
and benefit are sufficient to provide a living wage to all registered 
men, and that a better distribution of work would make it possible 
to pay a guaranteed minimum regardless of the period of employ- 
ment. He is willing to see the dock industry excluded from the 
National Insurance scheme altogether, and suggests as an alterna- 
tive that the men should be paid three-quarters of the difference 
between earnings and a standard 40^. The money for this would 
be found feom annual fees paid by the employers, and perhaps 
a levy on wages. He rightly stresses the importance of changing 
from daily to weekly wage payments. 

In support of his proposals the author submits some interesting 
figures of employment and wages, but the evidence does not appear 
to be at all points conclusive. Whether it is financially possible 
or not to provide maintenance for an under-employed surplus 
depends on the size of the surplus and the standard of income 
to be provided. It is admittedly difficult to define the size of any 
such labour surplus, but the figures given do not leave a completely 
clear impression of its magnitude. The number of registered 
dockers is stated to be equal to the peak demand, twice the average 
demand, and therefore in excess of the port’s requirements, 
but it wotild seem from Table III that the average number of days 
worked per man was over 300 in every year except 1926. Some 
workers get £4 14s. Sd. in wages and benefit, and others only 
£3 18s- Zd., but the latter figure is scarcely low enough to justify 
the title “ surplus ” in the sense of an under-employed group 
needing maintenance. Even if benefits were withdrawn, the 
earnings are well above the standard 40s. suggested. No state- 
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ment is given of vliat proportion of the men would gain by the 
guarantee of this standard; more evidence on the dispersion 
of earnings about the averages quoted would have been helpful. 

There are two useful notes on decasualisation in Hamburg 
and Rotterdam. 

P. Ford 

The Economics of Shelter. By Albert Farwell Bemis. (The 
Evolving House, Volume II. Cambridge, Massachusetts ; 
The Technology Press. Massachusetts Institute of Tech- 
nology. 1934. Pp, XXV -j- 605. $4.00.) 

When a man has devoted a life of action and research to a 
subject which is intrinsically none too attractive but of the greatest 
importance to human welfare, undeterred bj’- the lack of existing 
knowledge and the deplorable state of statistics, it woidd be 
ungenerous not to begin by stating that this book is an excellent 
description of the building industry, its significance, working and 
ine£6.ciencies. In view of the enormous difficulties a few errors 
in details have inevitably crept in ; it would be improper to dwell 
on them. But some few criticisms of the main current of thought 
are unavoidable. There is perhaps a tendency to overstate the 
case against the backwardness of the building industry, its lack 
of organisation, and the narrow-mindedness of its entrepreneurs. 
We might often change the verdict, ** the industry is clearly 
standing in the way of its own progress ” (p. 304), into specific 
technical and demand conditions of the building industry are 
standing in the way of progress.’* That each structure is a 
separate job ” seems, to some extent at least, unavoidable. If so, 
an important means of securing the economies of large-scale 
production might be to increase the size of the natural iinit, the 
structure. But the relation between structural size and building 
costs is neglected to an astonishing extent. So also is the time 
factor in building. Large economies could be realised by shorten- 
ing the erection period on the building site of a big tenement flat 
to six weeks, of a cottage to three weeks. This is far from being 
utopian. The substitution of dry building materials for wet 
ones should be more important than the increase in the proportion 
of work done at the centre of specialised manufacture and the 
decrease in that done on the site upon which Mr. Bemis builds 
hia hopes- Here the question of standardisation comes in. True, 
Mr. Bemis assures us that standardisation does not spell monotony. 
But at the same time he disapproves of “ dream-world cottages ” 
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and “ needless diversity.” Where is to be the golden mean 
between monotony and needless diversity ? By what standards 
is the needlessness to be judged ? By whom ? Will the very 
expert hand always be available, which is required (as Mr. Bemis 
surely will admit) to avoid monotonous uniformity ? Is it not 
something other than bad taste if men, whose daily work is 
monotonous and functionalistic, demand diverse and dream- 
world ” homes rather than functionalistic houses ? Sometimes 
Mr. Bemis seems to have the vague idea that upon the “ basic ” 
demand for shelter, which should be satisfied by a standardised 
product because any diversity is needless, could be superimposed 
the demand for amenities, comfort, homeliness and so on, for the 
satisfaction of which individual features should be added to the 
standardised product. In the real world, however, the basic 
and individual demands are indiscernibly entangled. Not more 
than the basic house, but something different from the basic 
house is required. Mr. Bemis puts us under some constraint, 
for he promises to deal with the question of standardisation in 
detail in a later volume. It will not be easy to answer these 
questions satisfactorily. 

A further impression is that Mr. Bemis the engineer is hyper- 
trophically developed at the expense of Mr. Bemis the economist. 
The economist contributed the title of the book, a chapter on 
Gk>vermnent Intervention (the weakest of the book) and a section 
in which he argues that the high price of building labour, increasing 
the costs of house-room, diminishes expenditure upon house- 
room, and that the resulting reduction in the building labourers’ 
wage-bill has further harmful repercussions on general employ- 
ment. In this argument he overlooks the effects of increased 
expenditure on other goods by those who are induced to spend 
less on house-room and the consequent beneficial repercussions 
which should be expected, in part at least, to counterbalance the 
harmful repercussions. On the whole, the engineer keeps the 
field and deals with the question : Why is building so expensive ? 
But after all the question to be ansv'^ered by JEconomics of STielter 
is : Why are people ill-housed ? which involves questions of 
urbanisation, income size, income distribution, allocation of 
income to different purposes, housing habits, and exploitation. 
So we cannot go beyond the initial statement. An admirable 
treatise on the building industry — the economics of shelter, 
however, has still to be written. 


H. W. SmasB 
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The Application, of Scientific JSdethods to Sociology. By Jobcs" 
CastdIjEE Cobb. (Boston : Chapman and Grimes. 1934. 
Pp. 161. S2.00.) 

Tms is a posthumous publication of the author^s own edition 
of some articles written between 1926 and 1931. A laudatory 
foreword by Professor Wesley Mitchell invites the reader to treat 
with respect this work of a retired American business man. 
There are six articles, preceded by a summary which constitutes 
about a third of the book. In consequence there is much repeti- 
tion, often verbatim. The author’s main point is that all sciences 
pass from qualitative analysis of impressions to quantitative 
analysis of exact data, leading to proof. The Social Sciences are 
entering the second stage. IVIr. Cobb believed that quantitative 
methods could be applied to social problems, provided the pro- 
blems were exactly stated in terms which excluded all questions 
of the xdtimate value of ends. He gives one or two examples of 
economic arguments which suffer from the lack of this precision 
and to which quantitative methods could be fruitfully applied. 
It is a pity he did not concentrate on this point and make more 
suggestions of fields for research. His ideas on specific problems 
would probably have been of greater interest than his views on 
general methodology, which are somewhat nebulous. 

T. H. MabsttatTi 

London School of Economics. 

Britain's BoUtical Fnture. By XiOEX> Alilces of Htjbtwood. 
(London : Longmans, Green. 1934. Pp. xiv + 192. 6s.) 

Loeb Axxen is a Hew Dealer, and sets out to provide for 
this country a programme of political and economic reform which 
will cure our ills. His National Socialism is a blend of Pabian 
gradualism in economic change, with a thoroughgoing liberalism 
in political matters. He is as much concerned to defend the 
democratic method against dictatorship as to expound the 
programme of that Socialism to whose name he pertinaciously 
adheres, whilst leaving its content sufiS.ciently vague. In the 
end neither his political nor his social remedies are very convinc- 
ing. He cries out for Leadership, but gives little indication how 
leaders are to be raised up, and though (Chap. XIII) he insists 
on the need for greater speed in legislation, his proposals for 
devolution of powers to local authorities and to an economic 
chamber and for a greater use of committees in Parliament are 
neither very new nor worked out in any detail. Nor do his 
No. 178. ^VOL. XliV. z 



334 


THE BOOHOMIO JOTJBNAE 


[JUNE 


economic proposals go mnoli beyond tbe familiar programme of 
an extension of Marketing Boards and public utility corporations, 
and of governmental activities in bousing and “ tbe recondition- 
ing of the countryside,” combined with a still more expansionist 
monetary policy to secure the reduction of hours so that the 
whole population may be employed and consuming power 
increased.” Lord Allen is, in fact, a Left-Centrist, and would 
apparently welcome a political combination of such personalities 
as Messrs. Walter Elliot, Anthony Eden, Herbert Morrison, Noel 
Baker, etc. His book is a “ Tract for the Times,” but, unlike some 
Tracts so named, it is too closely related to a passing phase of 
events to have much chance of survival. 

E. J. Passant 

Sidney Sussex College, 

Cambridge, 

Marhtform und CfleicTigewickt. By H. von Stackelberg. (Wien 
xmd Berlin : Verlag von Julius Springer. 1934. Pp. vi -\- 
138. M. 9*60.) 

Oe all the questions which have been raised by recent works 
in the field of imperfect competition, duopoly is perhaps that 
which has advanced least far towards a satisfactory solution. 
Consequently, although not so very long ago a book on duopoly 
would have been a very surprising thing to meet, its appearance 
to-day is thoroughly welcome. Of course, in order to make a 
book out of it, duopoly has to be understood in a wide sense. 
The classical problem of competition between two identical 
firms was never intended as anything but a preface to the sub- 
ject — ^although for a long while economics got stuck at the 
preface. Hr. von Stackelberg does not confine himself to this 
simple case, but examines also a large number of situations in 
which more or less si mil ar problems arise. One of these, bilateral 
monopoly, is familiar enough ; oligopoly and “ imperfect ” 
duopoly (where the commodities produced are related but not 
identical) have been heard of before j but bilateral oligopoly, 
indirect bilateral monopoly, and duopsony (as Dr. von Stackel- 
berg might have called it, but he missed this opportunity) are 
monsters that make their first appearance in his pages. 

Of this wide group of problems, some are affiliated to bilateral 
monopoly, and thus simply show more or less indeterminateness ; 
others are afSliated to duopoly, and repeat in a more complex 
manner the classical difficulties of the competition between 
identical firm s. Into this “ duopoloid ” group Hr. von Stackel- 
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berg reckons perfect and imperfect duopoly, perfect and im- 
perfect duopsony, and also indirect bilateral monopoly — ^the 
situation ■whicb arises when there are three successive stages of 
production, of which A and C are monopolised, but B is com- 
petitive. His study of the duopoloid problems is the central 
part of his book. 

The methods of analysis used are widely assorted. In addi- 
tion to a straightforward literary exposition, the matter is handled 
arithmetically, algebraically and geometrically. As often, the 
geometrical treatment is the most elegant. By a combination of 
the “ reaction curve ” of Cournot ’w*ith the indifference curves of 
Pareto, all duopoloid situations are reduced to one or other of ten 
types, which are then interpreted in the light of the theory of 
simple duopoly. 

But this makes everything depend upon the theory of simple 
duopoly ; our acceptance of Hr. von Stackelberg’s more general 
conclusions comes to depend upon our acceptance of his con- 
clusions in the classical case. And these are not very easy to 
accept. In spite of the complexity of his generalisations of the 
classical case, his conclusions in the classical case itself seem to 
me too simple. He recognises three possible solutions : (1) the 
Cournot solution, in which each producer takes the other’s output 
to be fixed; (2) the asymmetrical solution, in which one pro- 
ducer sees the absurdity of this conduct, and builds his anticipa- 
tions of the other’s reactions upon his experience of how the 
other does react, and meanwhile the other continues to behave 
Coumotically ; (3) the case where both producers assume a 

Cournotic behaviour on the part of the other. Of these the 
Cournot solution tends to pass over into the asymmetrical solu- 
tion, when one producer discovers that the other does not keep 
his output unchanged when he varies his own output ; and, 
according to Dr. von Stackelberg, when the second producer 
wakes up, this usually gives way to the third solution.^ But 
why? One could understand this third solution coming into 
existence if both producers woke up at once ; but if the second 
producer wakes up after the first, it would seem more reasonable 
for him to assume that the first producer vsill act as he was 
acting in the asymmetrical case. (That is to say, the attack 
upon Mr. Harrod’s solution,^ made in an appendix to this book, 
seems to me largely im justified.) 

But, anyhow, why start with the Cournot solution at all? 

^ Christened by tbe author, oddly enough, with the name of Professor Bowley , 

® “ The Equilibrium of Duopoly,” Ecoistomio JoTmiJrAX, Jime 1934. 
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It seems not unreasonable to suppose that some business mAn 
may have discovered, what some economists have discovered in 
the end, that rivals will restrict their output most effectively if 
they believe that an expansion of output on their part will be 
followed by an expansion of output elsewhere. Once tbia is 
realised, steps can be taken to ensure that they have tbia belief. 
It was one of the great merits of Professor Chamberlin’s analysis 
of duopoly that he did show how duopoly might lead to tacit 
combination ; it is one of the most serious defects of Dr. von 
Stackelberg’s treatment that he pays no attention to tbia possi- 
bility at aU. 

His rather exaggerated idea of the instability of duopoly 
leads to startling results in his concluding chapter. He points 
out, justifiably enough, that such causes of instability become 
more important as economic conduct becomes less “ tradi- 
tional ” ; and that the growth of combination does not diminish, 
but rather increases, their importance. Duopoloid situations 
are just as possible between integrated industries as between 
firms. Comb inin g these considerations with his previous analysis, 
he sees no way out but thorough-going price control. And so 
we end "with a psean to the Corporate State 1 

J. R. Hioks 

London School of Economics. 


Dynamic Economics. By C. P. Roos. (Principia Press, Bloom- 
ington, Indiana.) 

The essays of which this book is composed (for it is rather a 
collection of essays than a imitary work) are of two types : 
some are simply discussions of particular points of economic 
theory, others are endeavours to verify theory and make it more 
precise by statistical work. The latter essays seem to be the 
more important. Por the purely theoretical papers, most of 
which are not specially “ dynamic,” rarely reach very novel 
conclusions ; and the peculiarly fearsome mathematical apparatus 
employed to reach them does not enhance the attractiveness of 
Dr. Roos’ particular path. 

The best of these theoretical essays is that on “ Joint Demand 
and Doss Readers ” {i.e. selling one good below cost in order to 
make a market for another). Dr. Roos’ conclusions seem to fit 
in well enough -with the established theory of discrimination. 

The main statistical studies are demand studies : one on the 
demand for petrol (taken as a typical consumption good), and 
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one on the demand for residential bnilding (a capital good). In 
the petrol case Dr. Roos has the advantage of being able to take 
statistics from a mimber of similar but separate populations 
(the States of the American Union) ; the building study is 
confined to St. Louis. 

The method employed in these demand studies is interesting. 
Dr. Roos declines to content himself with the mere endeavour 
to construct statistical demand curves — for the method of treating 
demand as dependent upon a single variable has, he holds, been 
conclusively disposed of by its inabifity to cope with the facts 
of the great depression. Remand depends not only upon price, 
but also upon pmchasing power, and upon the supplies of com- 
plementary and competitive goods. How far these can be 
taken into account depends upon available statistics, and it is 
often necessary to take quantities which may be expected to 
vary with the quantities desired, rather than the quantities 
themselves. Thus, for example, “ new automobile registrations ” 
are taken as proportional to “ automotive consumer purchasing 
power ” ! 

Once a list of possibly relevant variables has been obtained, 
they are combined into a formula, largely by guesswork, but 
guesswork which is informed by plenty of common sense and a 
real grasp of economic theory. The method is certainly drastic, 
but the results seem fairly good ; they do at least seem to offer 
a promising line of development towards something more satis- 
factory than the statistical demand curve. 

The factors affecting demand for building naturally fall into 
quite different theoretical categories from those affecting the 
demand for petrol. Rr. Roos classifies them : (1) Growth in 

the number of families, (2) profitability, measured by net rental 
income as a percentage of replacement cost, (3) supply of funds 
for investment in building. The quantity which he introduces 
as likely to have a close relation with this third factor is the 
rate of foreclosure, though a lag has to be allowed for. 

The results of this chapter are perhaps the most interesting 
of the book. Rr. Roos comes to the conclusion that the fore- 
closure factor is much the most important, so much so that the 
altogether abnormal foreclosures of 1931—2 would almost have 
led a less careful statistician to predict a negative rate of building 
for 1934. 

J. R. Hicks 

London School of Economics. 
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Tfieorie d.&r Produkticm. By Erich Schneider. (Vienna : Julius 
Springer. 1934. Pp. 92. 6.60 Bm.) 

This account of the basic concepts and methods in the theory 
of production merits the serious attention of every theoretical 
economist. The book is well planned and well written. With 
a text occupying no more than eighty pages of average size, it is 
almost a perfect example of clarity combined with conciseness. 
It is not to be assumed, moreover, that its scope is. limited to a 
discussion of production under conditions of perfect competition. 
On the contrary, within its two covers is contained almost all the 
essential theoretical groundwork needed in those fields of duopoly, 
polyp<^ly» iniperfect or monopolistic competition and price policy 
that have been investigated, with increasing persistence and suc- 
cess, during the past decade. Hr. Schneider is, therefore, to be 
congratulated upon the publication of a book which can be said, 
with perfect truth, to fill an obvious gap on the economist’s 
shelves. 

Hr. Schneider divides his theory of production into three 
well-marked sections leading logically one into another. There is 
first a short section on the tech'n.ical 'jgrcMl&m, the technical basis of 
the production process in a firm or production unit. The technical 
dependence of output on the variable factors of production is 
described by means of the production function and its character- 
istics. INext comes a longer section on the internal or coat problem 
of a firm, the problem of the organisation of the factors within the 
firm in order to minimise the total cost of producing a given output. 
A comparison of the organisations appropriate to outputs of 
various sizes then leads to the definition of the firm’s cost function 
and curve. The concluding section is concerned with certain 
aspects of the external or market problem, of a firm. Here the 
firm is assumed to determine that output which maximises 
profits under whatever market conditions it has to face. The 
cost function of the firm, dependent on the nature of the market 
for the factors of production, is thus related to the market demand 
for the firm’s product. 

This is clearly a natural, and at the same time a very illumin- 
ating, division of the theory of production. The extent to which 
the theory is developed along these lines is seen when it is remarked 
that the third section is limited to the case where both the demand 
for the firm’s product and the supplies of its factors of production 
are “ atomistic ” in nature. In other words, there is “ pure 
competition ” amongst buyers of the product and amongst 
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suppliers of the factors so that a definite product demand function 
and definite factor supply functions can he assumed for the firm. 
Further, there is no reference to production as it concerns a 
whole industry, to the relation between the various production 
units that make up an industry- Such limitations are necessary 
in a basic theory of production, since their removal leads us into 
the extensive domain of market forms, of market strategy and 
price policy. A second volume is promised by I>r. Schneider in 
which he proposes to apply his methods in part of this domain ; 
other parts have been treated already in recent publications by 
Dr. V. Stackelberg. Finally, of course. Dr. Schneider’s theory 
is completely static, a fact which scarcely calls for apology in a 
book of this nature. 

Selecting the best and most interesting of Dr. Schneider’s 
constructions, we notice first the analysis (pp. 9—21) of the pro- 
duction function by means of 'pro'porticmal variation in the factor 
combination. The corner-stone of this analysis is provided by 
the “ elasticity of productivity ” {Ergiehigkeitsgrad). This con- 
cept, denoted by e, indicates the technical changes in output 
consequent upon any small change in the factors which leaves 
their relative amoimts unaltered. It serves to distinguish 
increasing (e>l), constant (e = 1) and decreasing (ed) physical 
returns. Further, it is the link between the total product and 
the sum of the rettrms (in physical terms) to the factors — ^the 
generalised Euler Theorem or, to use Dr. Schneider’s designation, 
the Wicksell— Johnson Theorem. The analysis has its most 
fruitful application in the short-period (partial adaptation) cost 
problem of the firm (pp. 41—60). Some of the factors are here 
taken as fixed and the production fimction is, therefore, not 
linear and homogeneous. The e concept is then sufficient for the 
description of typical forms of the total, average and marginal 
cost cxurves of the firm. 

Again, in his fiLnal section. Dr. Schneider does well to stress the 
importance of the strategic position of the firm on its markets. 
The firm can be a “ quantity-adjuster ” or a “ price-quantity- 
adjuster ” on either the factor side or the product side. In the 
former case (on the product side, for example) the demand is 
infinitely elastic and the firm must take the ruling price, fixing 
only the amoimt of its output. In the latter case the demand is 
less than infinitely elastic and either the price or the output is at 
the choice of the firm. A firm under conditions of imperfect 
competition is, of course, a price-quantity-adjuster on the product 
side. 
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In these constructions, criticism would be ungracious if not 
impossible. Dr. Schneider is, perhaps, a little less happy in 
some other developments of his theory. In the long-period 
(total adaptation) analysis of the cost problem, for example, the 
production function is necessarily taken as linear and homo- 
geneous, in which case e = 1 always. But the difficulty arises 
here as to what meaning, if any, can be attached to the concept of 
a firm or production unit, a difficulty upon which Dr. Schneider 
(with some excuse) does not dwell. Again, the treatment of the 
remuneration of factors when their employer has monopolistic 
power (i,e, in the case where a firm acts as a price-quantity- 
adjuster on the factor side, factor prices being variable) might 
have been amplified and further developed -with some advantage. 

It is when we come to the question of discontinuity in pro- 
duction, however, that it is apparent that Dr. Schneider has not 
said the last word. The problem of discontinuity is admittedly 
of considerable analytical difficulty. In order to approach the 
problem. Dr; Schneider distinguishes, at the very outset, between 
factors which are “ limitational ” and factors which are “ sub- 
stitutional.** A factor is li mi tational if one definite amount of the 
factor must be used to obtain any given output. Substitutional 
factors, on the other hand, are such that a given output can be 
obtained by means of various alternative groupings of the factors. 
The production fimotion then contains only the substitutional 
factors, the limitational factors being automatically adjusted to 
correspond to whatever output is produced. 

Now, Dr. Schneider asserts that discontinuity in production is, 
in general, limited to discontinuous limitational factors. In this 
way he is able to proceed with a continuous production function, 
with continuous substitutional factors, even in his discontinuity 
problem. The only difference lies in the fact that the limitational 
factors, varying by “ quanta,** impose definite “ capacities ” on 
the output, i.e. there are only certain outputs at which the jfirm 
works to capacity. It would appear, however, that this device, 
introduced out of a natural desire to retain a continuous pro- 
duction function, is too severe in its operation. It is surely 
reasonable to suppose that discontinuous factors can be sub- 
stituted in production either amongst themselves or for the more 
continuous factors. No completely satisfying treatment of 
discontinuity of production can be expected unless the discon- 
tiauity is introduced into the production function itseK, either 
in the form of discontinuous but substitutional factors or in the 
form of a production function of discontinuous nature. But 
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Dr. Schneider has, at least, provided an approach to the problem 
of discontinnity which can serve as the basis for discussion and 
farther development. 

D. G. D. Allest 

London School of Economics. 

Les Theories de Vequilibre economique {L. Walras et V. JPareto). 
By Gaetau Pieotj. (Paris : Les j^ditions Domat-Mont- 
chresttien. 1934. Pp. 407. 60 /r.) 

This is a work not easily reviewed. It consists of a repro- 
duction of the typescript of actual lectures given at the Ecole 
Tratique des Hautes Etudes between 1932 and 1934. This course 
of lectures, however, forms the second of a complete set of three 
courses dealing with the evolution and history of economic 
theories since 1870. The first course on the Austrian theories 
has already appeared, under the title L’Utilite Marginals, in 
the same form as the present work, and the concluding course 
on inore recent developments, particularly in the field of economic 
“ dynamics,” is promised for later publication. In his preface 
the author claims that an exposition, written for actual delivery 
in the lecture-room, must necessarily be very full and even 
repetitive and that all use of mathematical symbols must be 
strictly avoided. This may be the case, but the author cannot 
hope to evade criticism of a published work on such grounds. 
It is surely reasonable to expect a certain condensing and re- 
arrangement of lecture notes designed for publication, and, in 
the present case, the text might easily have been cut down to 
half its length. In fact, the whole of the triple lecture course 
might, with judicious cutting, have been published in one con- 
venient volume of little more than the size of the present 
work. 

The two theorists of economic equilibrium treated in these 
lectures are, of course, lAon Walras and Vilfiredo Pareto. Apart 
from the over-lengthy and, at times, slightly antiquated dis- 
cussion, the treatment of Walras is quite good. Walras was 
influenced, in the development of his theories, largely by two 
very different writers. It was from his father, Auguste Walras, 
that Deon Walras took the idea of physical scarcity as one of 
the bases of the theory of value and price. And the correlation 
of scarcity with “ marginal utility is one of Walras’ most 
obvious achievements. The other influence was, of course, that 
of Cournot, from whom Walras, like Marshall, derived the idea 
of the use of mathematical analysis in economic theory and the 
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notions of price determination under conditions of 
monopoly and competition. These influences are well brought 
out by Professor Pirou, and we are particularly glad to have 
his account of the little-known work of Walras p^re in relation 
to the later developments of Walras fils. It is curious to note, 
in passing, that Professor Pirou’s full bibliographies apparently 
contain no reference to the excellent Irving Msher edition of 
Cournot’s MatJiennatical Principles. 

Pull justice is, therefore, done to the work of Walras. Put, 
on turning to the subject of the later chapters, it must be admitted 
that far less than justice is done to the subsequent work of Pareto. 
Professor Pirou claims that his object is to give a non-mathematical 
exposition of the essentially mathematical development of 
Pareto’s theories. It is soon evident, however, that this is just 
what he does not do. The exposition is merely a re-hash of some 
of the parts of Pareto’s own non-mathematical chapters. Any- 
one at aU acquainted with Pareto knows full well that the best 
of his work is to be sought, not in the non-mathematical ex- 
position, but in the mathematical development itself. If the 
mathematical appendix to the Manud and the fi]conomie Mathi-^ 
matiqne article are ignored, as they are by Professor Pirou, no 
estimate of Pareto’s main contributions to economic thought 
is possible. Less than half the space considered necessary for 
Walras pere is actually devoted to the whole of the development 
of the Manuelf jBcom the introduction of indifference cxurves to 
the theory of exchange and production equilibrium. And this 
brevity is due to omission rather than to concision. We seek 
in vain any reference, for example, to Pareto’s attempts, in- 
complete as they may have been, at the description of the com- 
plementary and competitive relations of goods in consumption 
as they appear in the form of the indifference curves. 

We do not have to look far to see the reason for this dismissal 
of Pareto’s work. Professor Pirou is at great pains to point out 
the futility of Pareto’s rejection of the subjective elements in 
the basis of the theory of value. But, even if this part of Pareto’s 
work is of little importance — and this is a difficult thesis to main- 
tain — this can be no justification for complete neglect of the later 
developments of the Paretan theory. These developments, in 
one form or another, are just as essential to a theory of value 
on a '^hedonistic basis as they are to an “ objective ” theory. 
Edgeworth provides sufficient proof of this fact. To many 
people, therefore, this work of Professor Pirou is ruined by the 
lack of balance in the respective accoumts of Walras and Pareto, 
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just as m a n y of the books by the less cautious disciples of Pareto 
are mined by a lack of balance in the opposite direction, 

R. G. D. Aieex 

Higher Control. By T. G. Rose. (Xiondon : Pitman and Sons. 

1934. Pp. sdii + 269. 12s. 6d.) 

This book does not deal "with the q^uestion who shall control 
an industrial undertaking, or through whom he shall control it, 
but confines itself to the paper work that a higher control req^uires. 
Mr. Rose, in his own words, “ builds up an interlocked system of 
returns, by means of which an industrial undertaking can be 
efi&ciently controlled.” A great number of forms and illustrative 
tables are given, so that a manager should have no difficulty in 
following up the system advocated ; and the system itself should 
greatly improve upon the present costing procedure of business 
on the score of logical analysis and grouping of items. The costs 
usually entered higgledy-piggledy on the left-hand side of the 
trading and profit and loss account are, for instance, classified 
into (I) Prime cost ; (II) Factory Oncost : (A) Indirect Material, 
(B) Indirect Labour, (C) General Charges, (ID) Standing Charges ; 
(III) Company Overheads : (A) Selling Expense, (B) General 

Charges, (C) Standing Charges, 

This is all to the good. But an economist would like to see 
more stress laid on the distinction between costs varying directly 
with output, and fixied costs, depreciation, for instance, is not 
divided into the results of work, i.e. wear and tear, and the results 
of mere exposure or obsolescence not afiected by variations in 
output, but is all lumped (p. 43) under Standing (Factory) 
Charges, and (p. 106) considered non-variable. Until this 

distinction between costs variable and non-variable with output 
applies throughout industrial accounting, the marginal cost of 
additional output is not calculable, the economist cannot be 
supplied with statistical data to control his price theories, and 
the business man cannot get rational data to control his price 
policies. 

Mr. Rose, however, does not claim to start a new method of 
accountancy, but wishes to bring the usual accoimtant’s results 
to bear upon the problems of management. In three successive 
chapters on the business, trading and financial positions, he 
succeeds in showing what significance to the management lies 
in the order book, the trading and profit and loss account, and 
the balance sheet. But, as he states in his first chapter, the 
accounts and balance sheets, when taken alone at their face 
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value, are much more like “ formalised arithmetical calculations 
■ f-.hfl.n a developed picture of what is going on from the manage- 
ment point of view.” This book is accordingly designed to help 
the more or less lay company directors to see the -management 
view through the mass of technical accountancy statements. 
Other laymen such as economists will also be helped in under- 
standing the nature of these statements and how they all fit 
together or, at least, can be made to fit together. 

The textual explanation or definition of each of the items 
occurring in the illustrative technical accoimtancy statements 
is most systematic, and should prove valuable in securing a 
common language for rational conversation between economists 
and accountants. At present, how many economists would guess 
that what the accountant means by working capital is (p. 156) 
the difference between current assets and current liabilities, and 
that what they have been calling working capital the accountant 
would apparently (p. 149) call non-liquid current assets ? 

To sum up, Mr. Rose does not deal -with business organ- 
isation, but his object is primarily to make business of any size 
moire manageable. He rightly insists on such logical arrangement 
of accounts that the general manager is presented with general 
summaries, the departmental manager with departmental sum- 
maries, and neither of them with unordered detail. The wide- 
spread adoption of his system of control may well make the 
co-ordination within large-scale organisation more easy, and thus 
increase the actual size of the unit of control nearer to the optimum. 

P. SaJBGANT FliORENCE 

University of Birmingham, 

Fundamentals of Industrial Administration. By E. T. Elboutine, 
M.B.B., A.M.I.Mech.E., assisted by K. B. Elboxtbne, 
B.Com., and P. J. Ambr. (London : Macdonald and Evans. 
1934. Pp. vii + 644. 12s. 6c?.) 

Mr. Elbournb is one of those rare persons who combines a 
wide practical experience of business organisation with an under- 
standing and interest in the theoretical aspects of the task in 
which he is engaged. By profession a Management Consultant, 
he is concerned with the problems of the basis on which decisions 
are and should be made, and is in a position, therefore, to throw 
light on those questions of the extent to which dij^culties of busi- 
ness management limit the most efficient scale of organisation, 
which have so much puzzled economists recently. 

TJnfortunately for those whose interest goes more deeply into 
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individual problems, !Mj. Elboume has designed bis book primarily 
for the needs of students of Industrial Administration for the 
examinations of the Institute of Mechanical Engineers- With 
this end in view he has made it more encyclopaedic than might 
otherwise have been desirable. The result has been to overlay at 
man y points the fundamentals with necessary but relatively far 
less important details- We turn aside from the organisation of 
office work to consider the dimension of desks and the silence of 
filing cabinets. A very great deal of space is given to ephemeral 
information regarding the volume of trade between this and other 
countries, to a necessarily superficial history of British industrial de- 
velopment, and to a discussion of the theories of money and of inter- 
national trade. The general reader would gladly exchange these 
for a detailed account of the more immediate problems of adminis- 
tration, and even the student might, perhaps, be left to study 
these complicated questions at greater length in other books. 

When it comes to the practical problems of administration, 
one point which will, I think, immediately impress the theoretical 
economist is the relative weight which Mr. Elboume appears to 
assign to the different problems of administration. Eor the 
economist the price-output decision always takes the first place. 
Mr. Elboume dismisses it in a sentence. “ Granted that selling 
prices tend to be fixed by competition, and that there is in effect 
a market value for all goods from which the individual manager 
can hardly escape, he must relate his costs to that value as best 
he can.” He regards costs, that is, as the variable element, to 
be adapted to price, not as the fixed element, to which price and 
output must be adjusted. 

A second question that looms large in the theoretical studies 
of entrepreneurs’ decisions is that of the conditions in which 
capital equipment is likely to be substituted for direct laboitr, or 
vice versa. As regards this question Mr. Elboume has something 
more to say (pp. 495—502), but he is scarcely concerned with the 
effects of changes in the rate of interest, or with the degree of 
uncertainty of futtire levels of output, and is more concerned with 
the conditions in which different types of equipment will be 
prefemed to each other than with those in which capital equip- 
ment in general will be preferred to labour. 

To say this implies no necessary criticism of the book- Indeed 
Mr. Elbomrne’s treatment fairly represents here the actual 
problems as they confront the manager of a business. The 
hypothetical business, in which a single “ commodity ” is mass- 
produced in a single plant, whose machinery is worn out within 
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the life of the demand for the ‘‘ commodity,” is as rare as snakes in 
Iceland. The problems of most businesses are those of the common 
costs of numerous “ commodities ” produced together, with rival 
demands for the use of equipment, whose life is long as compared 
with that of any one of the “ commodities.” The fascinating 
problems which emerge from a study of these conditions, particu- 
larly as applied to the “ short period,” have hardly yet been 
scratched by theoretical economists. Until they have examined 
them more closely they will have little of interest to offer to the 
practical accoimtant. Generalisations concerning overhead costs 
in the short period, which are valid in the h 37 pothetical case of the 
single, long-Kved commodity, may be definitely misleading when 
applied to a complex firm, where equipment granted to one use 
must be denied to another. 

To the more general questions of the principles of manage- 
ment, Mr. Elboume has comparatively little original contribution 
to make. Indeed in this section of the book his habit of inserting 
long quotations from the recognised authorities degenerates at 
times almost into the composition of a scrap-book. Mr. El- 
boume’s own views would be so interesting here that his reliance 
on others is the more to be regretted. We shall only be able to 
evolve principles of organisation applicable to different types of 
industry if those with intimate knowledge will make available 
their experiences and their difficulties, their successes and their 
failures. It is much to be hoped that Mr. Elboiame will some day 
find time to give us more ftiUy his own opinions on these questions. 

Attstie Robinsoe 

Sidney Sussex College, 

Cambridge. 

The Economica of Advertising. By E. W. Taylob. (Xiondon : 

Alien and Unwin. 1934. Pp. 248. Is. 6d.) 

CoEsroEBiEG the pivotal position which advertising occupies 
in almost every field of modem economic life, it is a topic which 
appears to have been strangely neglected by economists. In 
America, it is true, the technique of advertising has been the sub- 
ject of endless text-books, but even in that country its economic 
significance has received relatively scant attention. On this side 
of the Atlantic, at least until the publication of Mrs. Braithwaite’s 
brilliant, if rather tentative, analysis in the Eooeomio Joxjb-eal 
for March 1928,^ one could have searched economic literature 

^ Heprinted with, some amendments and omissions as Chapter VII o£ The 
Distribution of Oonsumahle Qoods by Mrs* Braithwaite and the present reviewer. 



1935] 


TAITLOE ; THE ECONOMICS OF AEVEETISZ^TG 


347 


almost in vain for any recognition of the part played by advertising 
in the determination of values, or, for that matter, of its very 
existence as an important element in industry and commerce. 
Even Professor Marshall, whom very little escaped, does no more 
than accord it three pages in Industry and Trade, and then only 
to indicate in a general way the extent to which advertising involves 
social waste; he makes no attempt to discuss its influence on 
prices, whether from the side of supply or demand, its influence in 
creating monopoly or its relation to the problem of prime and 
supplementary costs. In his Economics of Welfare Professor 
Pigou gives the subject even shorter shift, contenting himself with 
a mere paragraph or so in the chapter in which he discusses the 
divergences between social and trade net product. 

In these circumstances it is with some excitement that one 
opens a book entitled TTie Economics of Advertising — an excite- 
ment which in the present case the contents fail to justify. There 
is here no real attempt to answer the cardinal question for the 
economist, How does the practice of advertising influence 
values ? ” — or even the secondary question, “ How does it aflect 
economic welfare 1 ” To begin with, Mr. Taylor’s method of 
approach is not conducive to clear thinking. After a brief and 
very inadequate chapter on the development of advertising and 
its significance, he devotes the main portion of the book to a 
discussion of the ** functions ” of advertising under the two heads 
“ Claims made for advertising ” and “ Criticisms of advertising,” 
exactly in the manner of the pros and cons of the schoolboy’s 
essay on “ Boarding Schools versus Hay Schools ” or Classics 
versus Mathematics as a Xiiberal Education.” In the course of 
the discussion a number of good points are made, though more 
often than not they are quoted j5rom previous writers (including 
Mrs. Braithwaite and a number of the Americans), but a good deal 
of space is also wasted on the refutation of some of the cruder 
claims of the go-getting publicity experts. 

The latter part of the book consists of some disconnected 
chapters under the general heading of “ Advertising and the 
Community,” dealing in turn with the social significance of 
Advertising, with its relation to the Press, with Modem Marketing 
Methods, with the Organisation of the Advertising Business and 
with the “ Future of Advertising.” Whilst these chapters are all 
sound so far as they go, they are for the most part concerned with 
topics which have been more adequately treated elsewhere, and 
contain little that is really original. 

Finally, there is a useful statistical survey of the amount and 
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distribution of Advertising Expenditure — ^in the course of which, 
some of the more extravagant estimates which have been made of 
the sums spent on publicity are shown to have been wrong.^ 

It must not be concluded from the disparaging tone of these 
comments that the book is not worth reading. On the contrary, 
it provides the student with a very useful first approach to the 
study of advertising as a social and economic force. Indeed one 
might truthfully go further, and say that in view of the shortage 
of books on advertising which are not mere ballyhoo, the present 
volume is likely to interest many who are seriously engaged in the 
analysis of economic forces as well as many more whose concern 
is with business operations of a more practical character. But it 
has been given the wrong title. The Economics of Advertising is 
a field which has yet to be explored. It may, of course, be that 
the time for this is not yet ripe. So little is known of the psycho- 
logical factors on which the advertiser bases his appeal that it 
will, perhaps, be long before the economist can approach the 
subject with any reasonable assurance that he wiU arrive at valid 
conclusions. In the meantime, both economists and business 
men may be grateful to Mx. Taylor for providing them with this 
useful little A.B.C. 

S. P. Dobbs 

Road and Rail in Forty Countries. By Dn. Paul Wohl and Prof. 

A. Albitbbcoia. (Oxford University Press. 1936. Pp. 

XX 455. 18s.) 

This survey was prepared under the auspices of the Inter- 
national Chamber of Commerce, with the object of making ** a 
comparative smvey of the actual conditions under which road and 
rail transport are respectively operating at the present time in the 
majority of countries, thus supplying the necessary background 
of facts for the question of the co-ordination of these two means 
of transport ” (p. v). Part I, which constitutes more than half 
the book, surveys the principal features of the road and rail 
situation in each of approximately forty countries. Part II 
consists of separate studies of four selected aspects of the problem, 
and is based principally on material contained in Part I. The 
first of these studies relates to the nature and conditions of the 

^ Mr. Taylor’s actual estimate of tlie sum spent in 1930 in this country on all 
forms of advertising is £70,000,000 with a possible error in an upward direction 
up to, but not beyond, £100,000,000. This estimate, which is evidently based 
on the most reliable information available, compares with one of £100,000,000 as 
a minimum, published in the JEconomi^t in 1929. 
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concessions granted to transport undertakings possessing a right 
to operate ; the second to the taxation of the two modes of trans- 
port in question ; the third to the measures taken by railways to 
meet competition from road transport, and the fourth to legisla- 
tion at present affecting the working conditions of those employed 
in the two industries. Both Parts are for the most part informa- 
tive rather than analytical. 

Now, facts by themselves do not necessarily assist either 
towards the solution or even the understanding of a problem 
such as the co-ordination of transport. And having regard to the 
fact that the word co-ordination, like rationalisation, has almost 
as many meanings as there are writers on the subject, it is to be 
regretted that the study was not preceded by some clear definition 
as to what precise relationship the authors have in mind, were road 
and rail facilities “co-ordinated” to their (the authors’) satisfaction. 
There being no such definition, there is accordingly no statement 
as to what is the nature of the outstanding problems to be solved. 
In consequence, the book suffers from a somewhat indiscriminate 
inclusion both of what is and what is not germane to those problems. 

It is a feature of most contemporary transport problems that 
they require for their solution the assistance of technical experts 
who often come to play an important part in the mordding of 
“ policy.” These experts, being producers themselves, tend quite 
naturally to attach an undue weight to the point of view of the 
producer as opposed to that of the user of transport. It is for 
this reason that the concern shown by a body such as the Inter- 
national Chamber of Commerce in the road— rail question is to be 
warmly welcomed. And it is to be hoped that the Chamber’s 
appointees will not rest from their labours till something more 
definite and complete has been written on its behalf. 

Gilbert J. Ponsonby 

London School of Economics. 

Introduction to World Economics. By BIbmper Simpson. (Lon- 
don : Allen and XJnwin. 1934. Pp. vi + 295. 10s. 6d.) 

The last five years have witnessed a movement towards 
self-sufiBiciency in nearly every country. The growth of agrarian 
protection, especially in France, Germany and Italy, has induced 
countries which export agricultural products to turn more 
towards manufacturing. There has been a general growth of 
barriers to international trade in order either to protect estab- 
lished interests from imports at considerably lower prices than 
those formerly ruling or to maintain a formal adherence to the 
No. 178. VOL. XLV- A A 
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gold standard. Exchange nncertainty and political insecurity 
have led to wide divergences between interest rates in different 
countries. Ihtemational migration has been restricted even 
more than before the depression. 

The thesis of this book is that economic recovery is impossible 
for any one cotmtry alone and that therefore a general lowering 
of trade barriers would be to the advantage of aU. The author 
outlines the economic structure of the United States, Great Britain, 
Germany and France in order to illustrate his contentions. 

The argument is too simplified. It could be urged that the 
protection given to the great British market has been partly 
responsible for the swing in the terms of trade in favour of 
Great Britain. The author does not discuss this, nor how long 
it is likely to last. Again, it could be argued that under certain 
conditions increased protection during a depression may act as 
a brake upon unemployment. It could be answered that the 
maintenance of employment is not the sole economic aim. But 
this whole question is not discussed. 

The present reviewer was disappointed not to find a dis- 
cussion of the deflationary effect which the depreciation of sterling 
(and of currencies which have declined with sterling) has had 
upon the gold 6Zoc, and a recommendation that sterling should 
be stabilised de facto in terms of gold (as the dollar has been 
stabilised for over a year) as an important first step towards 
the recovery of international trade and investment and towards 
the gradual reduction of trade barriers, including the substitution 
of tariffs for quotas. 

The book is vigorously written. The outline of economic 
structures is a useful general survey, although it is drawn largely 
from secondary sources. The repetition of 1927 as the date when 
Great Britain returned to the gold standard becomes irritating. 

F. Bbhham 

London School of Economics. 

Nuove Esperienze Economiche. By E. voN Bbokbbath and others. 

(Firenze : Sansoni. 1935. Pp. vi -f- 241. 15Z.) 

These essays by six authors, Beckerath on Germany, Cole on 
England, Condliffe on Australia, Bobbert on Russia, Eorwin on 
America, and ISTagao on Japan, rounded off with a comment by 
Spirito, leader of the left-wing economic theory of Italian Fascism, 
were originally intended to su mm arise the developments in various 
countries of parallels to the Italian Corporativist movement, i.e. 
efforts at collaboration between Government and factors of pro- 
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diiction to substitute for competition an economy of national 
co-operation. But as such developments have not gone far in 
England, Japan and Australia, while Italy is not included, the 
purpose of the volume is somewhat obscured. Cole, however, 
contributes an expert summary of British trade unionism. 
State enterprise, and various anti-competitive developments since 
the War; Condliffe of Australian wage-regulation and official 
attempts to maintain the national standard of life since 1929 by 
means of tariffs, foreign borrowing, and a combined policy of 
inflation and deflation. IQ’agao gives an uncritical outline of 
the promotion in Japan of co-operative schemes among small men 
by the Government, and its control of the steel and petrol industry, 
and support of rice and silk. He shows why Japan has been able 
to undercut competitors in foreign markets, but fails to expose 
the social effects of the inflation and the extent to which Japanese 
prosperity, depending on low wages and the demand for w’ar 
material, has weakened the national finances. Beckerath’s essay 
on the economics of National Socialism is equally uncritical, being 
little more than an exposition of laws and the official policy. He 
does not reveal that it has come to nothing except in agriculture, 
nor that Hr. Schacht’s methods have practically smothered 
German trade with bureaucratic regulation. The economic 
effects of the extensive price control are ignored. Hobbert 
expounds the figures of Soviet plans and shows the results have 
not reached the estimates. He offers a few disgruntled stock 
criticisms, but shows no grasp of the part played by propaganda 
in planning, and says little about the actual planning process. 
It is a pleasure to turn to Horwin’s masterly survey of the N.E..A. 
and its significance. He reveals how little labour has benefited, 
and the decision on February 27 of the Helaware Federal Court 
bears him out. Spirito’s comments are interesting and soimd, 
except when he confuses Socialism with proletarian dictatorship. 
An important book for students of present and future trends. 

K. White 

Queem’s College, 

Oxford. 

Problems of the Pacific, 1933 : Proceedings of the Institute of Pacific 
Melations, 14—26 A.ugust, 1933. Brttho Lasker and W. L. 
Hollafto (Editors). (London : Humphrey Milford. 1934. 
Pp. xvi -h 490. £1 Is.) 

The Institute of Pacific Relations, of whose fifth conference 
this volume is a report, is a confederation of national institutes of 

A A 2 
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international relations in the countries situated, or having 
interests, in the Pacific area. Every second year the Institute 
holds a conference attended by members who are nominated by 
their national groups, but participate in their individual capacities. 
The discussions at these biennial conferences are, however, not 
isolated talks ; but are part of the threefold process — ^national and 
international — of research, discussion and information, which the 
different national groups carry on continuously. An important 
programme of research, adequately financed by an American 
foundation, has enabled the Institute to produce a useful series 
of studies, mainly economic in character, describing and com- 
paring economic, social and political developments in the Pacific 
countries. The strength of the Institute has largely been derived 
from this endeavour to provide a sound scientific basis of informa- 
tion for the exchange of ideas and the formulation of opinion 
upon international problems in a particular area. Much of the 
research work is of general interest to economists as providing 
accurate information upon obscure problems and remote areas. 
Notable examples are Professor Pemer’s book on Poreign Invest- 
ments in China, Professor Nasu’s study of Xiand Utilisation in 
Japan, Professor Penrose’s calculations of an index of production 
for that country, and the forthcoming surveys of agricultural 
China being made imder the direction of Professor J. Xiossing 
Buck at Nanking. 

The volume here reviewed gives the reader three sorts of 
information. The preface and the appendices give an account of 
the Institute’s own development in the last two years, including 
a statement of the research programme. According to the 
preface, the conference at Banff was in many ways more successful 
than its predecessors. The main theme of the discussions was 
concerned with Economic Conflict and Control ” in the Pacific 
area, and there is evidence of a greater degree of “ planning ” in 
the preparation and guidance of the discussions, as well as in the 
sub j ect-matter , 

The second sort of information provided by the report is a 
summary of the actual discussions which took place. In pre- 
paring such a summary the editors have a difficult task to write 
something which shall round out the rather bare records of dis- 
cussion by utilising the unspoken, but known, background of 
information vrithout embarking upon essays which really go far 
beyond the actual discussions. The more faithful the record of 
actual discussion, the less profound and comprehensive must be 
the analysis. In the present case the editors have endeavoured. 
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with considerable success, to reflect the opinions exchanged at 
the round tables ; but the interest of such opinions is reduced by 
the lapse of time before publication. The subject-matter is 
grouped in ten chapters, the first of which is a general statement 
of the theme of economic conflict and control. This is folio w'ed 
by four chapters dealing respectively with shipping, currency, 
standards of living and labour standards, as offering illustrations 
of the theme. A series of national variations is then introduced 
by chapters dealing with Japanese expansion, the United States 
Recovery Programme, and the Ottawa Conference. In reporting 
the discussions on these matters the editors have not hesitated to 
point out the confusion of definitions and ideas that occurred in 
some roimd tables, nor to indicate the train of thought of the 
“ more discerning members.” It is inevitable that such reporting 
of discussions, however skilfully put together, must give rather a 
cross-section of current opinion than a profound analysis of 
difficult problems. The conflict of opinion w^hich will probably 
be of most interest to readers of this journal is that reported be- 
tween Pr. H. G. Moulton and Professor T. E. Gregory concerning 
the nature and probable consequences of the N.R.A. 

Of more enduring interest to economists is the third sort of 
information contained in the selection of research studies printed 
in the second part of the volume. These represent only a small 
part of the Institute’s research output, the larger and more 
important studies being printed as separate volumes. The 
shorter papers included in this report vary a good deal in interest 
and value. They are descriptive rather than analytical; but 
two of them, dealing respectively with the agrarian problem and 
with rural industries in China, are of special value to any student 
of the present situation in the Far East. 

J. B. COXULIETE 

Economic A.spects of Australian Land Taxation. By J. M. 
Gablaxu. (Melbourne : Melbourne University Press ; X<on- 
don : Oxford University Press. 1934. Pp. x 217. 
10a. 6d.) 

This book is based on Mr. Garland’s thesis for the IMaster of 
Commerce degree at Melbourne, and was there awarded the 
Harbison-Higinbotham Prize. It is an account of the experi- 
ments made by the Commonwealth of Australia and the States 
in the taxation of “ miimproved ” land values, and a smvey of 
the theoretical questions involved. 

Australians have always been ready to try any new idea 
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of State action in the economic field except complete Socialism ; 
but the value of their experiments to economists is much reduced 
by their reluctance to pursue a consistent policy to which these 
should be related. In this instance, the imposition of land 
taxation was partly due to the influence of Henry George and 
partly to a desire to despoil the large landowners, who got their 
estates very easily in the pioneer days. The latter object has 
been attained but the m il lennium is little nearer. 

B^om the theoretical side, the most interesting aspects of the 
subject are the disruptive effects of progressive taxes on large 
estates ; and the question of whether the tax is really a capital 
levy on the man in possession at the time of its imposition, as is 
suggested by the conventional analysis. Mr. Garland deals with 
both these points (among others) at some length, and has collected 
what figures he could find, though he admits their inadequacy. 
A progressive tax may be avoided by the division of large hold- 
ings, and he thinks that on the whole this has happened to some 
extent in country districts. On the other hand, the demand 
for large holdings is affected by the desire to be a large land- 
owner as such; and by the possibility that large holdings may 
be cheaper producers than small ones. It does not appear that 
the substitution of small areas for large has reduced production 
appreciably, as those estates which can only be worked economic- 
ally on a large scale have low unimproved values. It is probable, 
though Mr. Garland does not mention this, that most of these 
areas are leaseholds and not subject to tax. The most marked 
disintegration has oecixrred in Queensland, where both State 
and Commonwealth taxes are progressive. 

The discussion of the incidence of these taxes is extremely 
stimulating, and contains many examples of the difficTzlty of 
assessing in practice the figure which corresponds to economic 
rent. It is evident that frequent revisions are necessary and 
that any working rules will always be to a large extent arbi- 
trary. The assessment must depend on earning power, as Mr. 
Garland makes clear : the variation of this with cyclical and 
secular changes constitutes a formidable problem. Of at least 
equal difficulty is the problem, here treated rather inadequately, 
of potential uses. For example, if owners in general are reluctant 
to give up their land to the most profitable use, they can all be 
assessed at a higher figure than would be justified by results if 
they were forced to do so. 

The author gives some consideration to problems of “ wel- 
fare ” and thinks that land taxes might be used to discourage 
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ostentatious expenditure on toun houses. There is no account 
of the Queensland perpetual lease system, which might have 
heen included as a cognate prohlem. The style suffers from the 
determination of the author to avoid academic dullness : too 
high a price can he paid for this. But the book should be read 
by all who are interested in the theory of rent or in the possi- 
bilities of land taxes. 

R. L. Hall. 

Trinity College, 

Oxford. 

The Sales Tax in the American States. By R. M. HLaeg and C. 
Shotjp. (Humphrey ISIilford (Columbia University Press). 
1934. Pp. XXV 833. 22s. 6d.) 

Tax Systems of the World. Prepared by the Tax Research 
Poundation under the direction of the New York State Tax 
Commission. (Commerce Clearing House, Inc. 1934. Pp. 
282.) 

Both of these volumes are addressed essentially to the states- 
man ; and each might have carried on its title-page the historic 
dictum of Chief Justice Marshall of the United States Supreme 
Court — “ The power to tax involves the power to destroy.” ^ 

In the last five years no less than thirteen American States 
have adopted some form of sales tax. The rate of levy ranges 
from one to three per centum. The objects of assessment are, 
variously, sales of merchandise at retail (with or without excep- 
tions), value of output or sales of materials and products at 
successive stages of distribution, gross receipts from all transfers 
of property, and even gross income ficom personal services as well 
as enterprise. The comprehensive study of these fiscal measures, 
imdertaken with financial help from the Rockefeller Foundation 
by Professors Haig and Shoup and numerous collaborators, leads 
to the following authoritative opinion (p. 108) : — ” The sales tax 
as an emergency form of revenue, and certainly as a permanent 
part of any State’s tax system, marks an unnecessary and back- 
ward step in taxation.” It is not disputed that the tax has 
brought in substantial revenue to State governments suffering 
drastic losses of income, especially from property taxes, and faced 
with increased financial responsibility, especially in connection 
with schools and social relief. But the partially indeterminate 
and, where determined, inequitable and socially undesirable 
incidence which theory attributes to the tax would appear to be 
1 McCuHocli Maryland. 4 Wlieat. 316 at p« 431. 
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borne out in practice. The extent to which the tax is shifted 
tends to increase with the rate of levy, with the size of the business 
unit, with class of custom, and in the field of optional purchases. 
Competition and “ customer resistance are admitted deterrents. 
One point of special interest emerges, not specifically noticed in 
the book. It would seem, in fact as in theoretical presumption, 
that however great the inelasticity of the marTcet demand schedule 
for any commodity or group of commodities whenever the 
elasticity of the demand schedule of the individual jirrn, approaches 
infinity, this circumstance is in. the short period decisive in pre- 
venting any direct attempt to shift the tax. Thus the highly 
competitive nature of trade in necessities has tended in the period 
under observation to keep the incidence of the tax upon the seller. 
Whether contraction of supply will in time shift the tax in this 
case yet remains to be seen. It would follow in the light of these 
results that the regressiveness of the tax as amongst consumers 
has so far not proved very serious, but that the distribution of 
the burden of the tax as amongst dealers has been markedly 
adverse to the small trader except in so far as he has been specific- 
ally exempt in law or for the time being successful in evading 
payment. The tax as a State levy, moreover, is further arbitrarily 
diRnr imiTta. tir> g by virtue of the constitutional bar to its application 
to sales in inter-state commerce and in view of the unequal ease 
with which different types of business may escape it (and incident- 
ally reduce its yield) by moving across State boundaries into sales 
tax free jurisdictions. More objectionable in some forms than 
in others, in none has the sales tax much to recommend it. The 
American Congress was wise to reject it as an instrument of 
Federal finance in 1921—22 and again in 1931—32 ; in this country 
it has fortunately few advocates despite or, perhaps, because of 
plentiful Continental examples at hand. 

BEow far the sales tax in particular and all forms of taxation 
in general were in use in different countries in January 1934 may 
be discovered by an appropriately directed glance into Th& Tax 
Systems of the World. Mi*. Howard, the Editor, says (p. 3) : “ This 
book, or rather its future expanding editions, is aimed to be, first, 
an aimual encyclopaedia ; second, a manual ; third, a text-book ; 
fourth, a source-book, and so, it is hoped, a whole library on 
taxation.” The present edition comprises : a series of charts 
giving in classified form full particulars (including references to 
statutes) of the individual taxes making up the tax systems not 
only of the American Federal and State Governments, but also 
of other countries and their main subdivisions, with, however, 
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notable exceptions such as China, Japan, India and the Argentine ; 
a series of analytical tables giving comparative fiscal and economic 
information for various countries, including the collation of like 
forms of taxation wherever occurring ; and, finally, a series of 
records for central and local governments of total revenue and the 
yields of particular taxes in recent years. Treasury o£&cials and 
experts in public finance the world over have been prevailed upon 
to supply first-hand information, and officially published data 
have been &eely drawn upon. The charts and tables are models 
of compression. 

It is possible that a little clear thinking on the subject of 
taxation might profit more than all the compilations of the facts 
of fiscal practice together ; but, nature being so niggard of the 
former good, it may be hoped that the seeds of information which 
have been sown with so much labour in these and similar volumes 
will bear some fruit in enlightened tax legislation. 

M. Tapp AN Holloxd 

The American Vegetable Shortening Industry : Its Origin and- 
Development. By G. M. Weber and C. L. Alsberg. (Food 
Besearch Institute, Stanford University, California. S3* 50.) 

This book provides an authoritative account of the history 
of a peculiarly American industry, the production of manufactured 
solid fat products, other than pure lard, which are used for cookery. 
It traces the development of the industry from its origin as adul- 
terated lard in the 1870’s through the period of strong opposition 
from the meat-packers and attempts at legislative control, to its 
definite establishment as an industry distinct from the lard 
industry, based primarily on the cotton-seed oil produced as a 
by-product of the cotton crop. 

To the economist not especially concerned with American 
industrial history the book will be of interest as providing an 
example, first, of induced inventions following an economic 
demand for them, and secondly, of the price and production 
relationships of two competing commodities, lard and vegetable 
compound, each produced from a by-product of an important 
agricultural commodity, lard from hogs, and vegetable compound 
primarily from cotton. As a result of a careful analysis of the 
available statistical data, these relationships and their dependence 
upon consumption habits are admirably brought out in the text. 
It is impossible in the space of a brief review to indicate the 
scope of the analysis, which is of a nature to render the book of 
importance to other than specialists. The general reader is also 
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assisted by tbe relegation to Appendices of tlie technological 
discussions and the detailed statistical data on which the study 
is based. 

Ruth L. Coheh 

Prairie JSettlemeTit : the Geographical Setting. By "W. A. MIa.cibun’- 
TOSH, Professor of Political and Economic Science, Queen’s 
University. (Toronto : Macmillan. 1934. Pp. 242. 17s.) 

This is the first of the nine volumes on Canadian Erontiers of 
Settlement which are being issued by the Canadian Pioneer 
Problems Committee, with the assistance of the Director of the 
American Geographical Society, the Social Science Research 
Council, the Universities of the Prairie Provinces and certain De- 
partments of Government, Federal and Provincial. The Canadian 
Railways have helped also. When the whole series has been 
published, it will be possible to write for the jfirst time a serious 
economic history of the Canadian West, and those who share with 
Mr. Arnold Toynbee the belief that North American history can 
be squeezed into formulae created to suit the Balkans and Ancient 
Greece may see fit to revise their judgment. 

Volume I presents the geography of prairie settlement and is 
richly illustrated with tables, figures and photographs. To the 
economist, perhaps the most interesting maps are those which 
illustrate the relation between access to railways and the progress 
of settlement. Small wonder that the demand for railways, 
more railways, and lowered costs of transportation was loud 
and continuous fi:om the beginning of settlement down to the 
present ” (p. 46). Speaking very broadly, the Canadian West 
fcom Winnipeg to the Rocldes which is south of the line from 
Winnipeg to Edmonton was the frontier of 1900 to 1914 — a, 
frontier in relation to the occupied areas of the American Plains. 
Since the war the jfrontier has been north of Edmonton in the 
Peace River Country. Special value, therefore, attaches to 
Chapter VHC, in which the Peace River Country is fully analysed. 
The book is on a suflS.ciently wide scale to bring out the subtle 
yet important differences between the three provinces, as well as 
the broad fundamental differences between the flat prairie which is 
treeless and in large part semi-arid, and the rolling park country 
to the north of it, in which normally the rainfall is adequate. 

Chapter IX, Climatic Variability, is of particular importance 
to the agricultural economist. It shows the importance of rainfall 
to the volume of the wheat crop, and there is a fascinating table 
on page 180 which shows that under average dry-farming con- 
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ditions each inch of annual precipitation between 6 and 18 inches 
represents about 2*25 bushels of wheat per acre in a crop year. 
Thus in the relevant range returns are constant. Chapter VT, 
The Prairie Plai n s, concludes with a generalisation of great practical 
importance : ‘‘ Not until mixed farming, which the Canadian 

banker has eulogised so insistently, has dominated the sub- 
humid and humid sections of the coimtry will it make significant 
progress in the semi -arid districts ” (p. 134). In other words, the 
dry lands which can barely exist on wheat are precisely not those 
which can switch to mixed farming, because for the latter water is 
even more essential. Such land is submarginal. It ought to go 
back to nature, but this involves great cost for afiorestation (where 
this is possible) and the removal of the existing population. 
Meanwhile, wretched as the returns may be, wheat is com- 
paratively the most profitable crop ; and if next year there is a 
world shortage of wheat plus a good rainfall in the southern belt, 
then the submarginal lands may enjoy a year or two of great profit, 
and once again the cycle of the 1920’s may be repeated. 

No important Pibrary should be without this series, which 
Mi*. Mackintosh has so ablv introduced. 

C. P. Pay 

Ca/mbridge. 

Co-operation in Changing Italy : A. Survey. By Ka rl Walter. 

(The Horace Plunkett Pouudation.) Xiondon : P. S. King. 

1934. Pp. 80. 2s. Qd. 

This book, excellently illustrated and already translated into 
several European languages, is by a writer already well knowm 
in co-operative literature. It is descriptive rather than ana- 
l 37 tical, and its matter is so challenging that we look forward 
to a full objective analysis from the same pen. Inasmuch 
as Great Britain and some other countries of the Empire have 
embarked on an era of agricultural compulsions, it is all the more 
important that we should study the apparent survival of economic 
freedom in a country from which political freedom, as we under- 
stand it, has been banished. 

We can best indicate the contents of the book by a 
summary of the conclusions presented on pp. 72—3. Consumers’ 
societies in some rural areas serve the whole population : in the 
cities they are essentially the shops of the poor but cater for 
all classes. The co-operative supply of agricultural requirements 
is more wdldespread and bids fair to become the common soTiroe 
of those supplies for the whole community. Co-operative 
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dairying is well advanced. Marketing, with the exception of 
rice, beetroot and tobacco (and in part wheat), is uncontrolled. 
Fish marketing is on the way tov/ards complete co-operative 
organisation. Labour societies undertake great engineering and 
reclamation contracts. Agricultural labour societies occupy 
reclaimed land. Co-operative building societies are popular and 
numerous, credit societies are active and prosperous. And there 
is a wide variety of mutual aid societies concerned with welfare 
and society. 

There was a great co-operative movement in pre-Fascist 
Italy ; there is a greater now. And by all the accepted tests of 
co-operation, saving only the freedom, if it so desires, to enter 
into politics, the co-operation (our author contends) is genuine. 

C. R. Fay 

Industrial Policy of India. !By O. IST. Vakil and M. C. Munshi. 

(Longmans. 1934. 8§". Fp. 266. 9a.) 

The Population Problem in India. By P. Kl. Wattal. (Bennett, 
Coleman, 1934. 7j". Bp. 186. IBs. 3*8.) 

Problems of Transport Co-ordination in India. By S. JL. Guha. 
(Oxford University Press. 7J". Pp. 75. Ps. 1.) 

The three volumes to be reviewed differ widely in subject 
matter, but all are concerned with the formulation of practical 
policies designed to solve some of India’s urgent present-day 
economic (and social) problems. 

Professor Vakil and Mr. Munshi consider that the present 
world tendency towards increased economic nationalism is likely 
to continue, and — ^without discussing the theoretical aspects of 
protectionism — ^present a revised scheme of tariff schedules and 
rates, which shall assist India to industrialise and to hold her own 
in international industrial competition. On the assumption that 
industrialisation is desirable and can best be promoted by tariffs, 
they condemn the existing system of “ discriminating protection ” 
as inadequate, and Imperial Preference as based on political rather 
than economic considerations. They proceed to argue that what 
is needed is more far-reaching protection, based on a full analysis 
of India’s special economic position and problems. After a 
historical sketch of world tendencies as regards commercial 
policy, and of the tariff policy actually pursued in India, they 
state that the goal for India should be " maximum production 
with a national outlook.” This they interpret to mean that rapid 
industrialisation and the encouragement of all possible industries, 
large and small, existing and potential, are desirable, and appear 
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to assume that, if assistance is granted now, the industries pro- 
moted and extended ■w’ill eventually he able to face world competi- 
tion without protection. In particular, they support the idea 
that India should herself manufacture all her own raw materials, 
whether the final products are to be marketed at home or abroad. 
They then proceed to discuss, with reference to measures adopted 
in other countries, the reorganisation of India’s tariff rates and 
schedules. 

Mr. Wattal’s volume is nominally a new edition, but has in 
reality been completely revised and rewritten, and in effect forms 
a concise and useful summary of, and comment upon, the Census 
of 1931. The author emphasises the fundamental importance of 
the population problem in India, and looks to a spread of birth- 
control as the only solution. He has attempted no novel analysis 
of the statistics, such as those recently undertaken in certain 
countries, but perhaps — on account of the unreliability of many 
of the Indian figures — ^this is well-advised. On the other hand, 
it is a pity that he perpetuates the common error of directly 
comparing the results of earlier, with those of recent. Censuses, 
particularly as regards dependence upon different types of occupa- 
tions. Such comparisons cannot be made without allowing for 
changes in methods of collection and classification, a fact which 
vitiates Mr. Wattal’s conclusion that dependence upon agriculture 
has substantially increased. 

Mr. Gruha has contributed a useful little volume to a series of 
booklets on current economic problems which is being published 
in handy form, and at a low price, by the Oxford University 
Press. Competition between road and rail has only recently 
become of importance in India, and it is most desirable that the 
problem of transport co-ordination should be studied and tackled 
before it assumes formidable proportions. Mr. Guha makes 
sensible, practical suggestions for promoting co-ordination, rightly 
emphasising the need to consider primarily the adjustment of the 
different forms of transport services to public needs, instead of 
merely" adjusting inter-carrier relationships. 

Vbba Anstev 

Money : the Human Conflict. By Elgin Groseclose. (Norman : 

University of Oklahoma Press. 1934. Pp. ix + 304. $3.25.) 

The Correct Economy for the Machine A.ge. By A. G. McGregor. 

(London : Pitman. 1935. Pp. xv 256. Is. 6d.) 

In the main the first of the above books is an essay, popular 
in style but informed, on the history of currencj’’ from the earliest 
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times to the present day. Mr. Groseclose devotes much space 
to coinage debasements and the depreciation of paper currencies 
against their metallic equivalents, and the upsets to which these 
practices led. He pays scant attention, however, to fluctuations 
in the commodity value of the precious metals themselves, which 
at certain periods were after ail of far more importance as a 
cause of social disturbance than debasement or depreciation in 
the unit of account. The conclusions to which his survey leads 
biro are curious. American gold should be revalued at $160 an 
ounce, nothing but gold certificates issued for the future, and 
all farther bank deposits should be backed 100 per cent, in gold 
or gold certificates. So might outstanding bank credit be retired, 
and the growth of debt in time to come be checked. But the 
historical sections make excellent reading. 

Mr. McGregor’s analysis follows familiar under-consumption- 
ist lines- He wishes to stabilise the commodity value of money. 
Unfortunately, when productivity is increasing, wages do not 
rise fast enough, and the consequent deficiency of purchasing 
power brings depression in its train. The way out is to raise 
money wages by decree at an appropriate pace. Mr. J. A. 
Hobson contributes an enthusiastic Foreword. 

HAEOiiD Bahgeb 

University College, 

London. 

Simjple Economics. By F. H, Spehceb, U.Sc., LLi.B. (London : 

The University of London Press, 1934. Pp. 208. 2,s. Bd.) 

This book is intended as a text-book for candidates for such 
elementary examinations as those of the Royal Society of Arts 
and the London Chamber of Commerce, as well as for secondary 
school pupils taking Economics for the School or Higher Certifi- 
cate. It suflers from an exaggerated effort to make intrinsically 
difficult ideas appear easy. The word “ marginal,” for example, 
is freely used, but the reader is given no indication of its real 
meaning in the more serious analysis from which it has been 
temporarily transplanted. To tell a secondary school boy that 
long-term price tends to be equal to marginal supply price is to 
entangle him , in a mesh of words which the wisest of us would 
find difficult to interpret with certainty. 

Despite this free use of the word marginal,” Dr. Spencer 
nowhere explains clearly the conception of the balancing of 
increments on which the whole system of equilibrium economics 
is based, and for lack of this not very difficult apparatus is driven 
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to make apparent nonsense both of the theory of short-period 
price and of the theory of wages. 

The more descriptive chapters are much more successful, and 
the appendix of seven pages on the banking system is a master- 
piece of compression. But to cover the whole of the theory of 
value and distribution, of production and exchange, of prices, of 
international trade and of taxation in two hundred pages is an 
impossible task. While the book may serve its intended pur- 
pose, it is probably too superficial for even the weakest of 
undergraduate students. 


Th& R6le of Money : what it should be contrasted with what it 
has become. By Frederick Soddy, M.A., "LLi.D., P.R.S., 
[Nobel Laixreate in Chemistry. (Routledge. 1935. Pp. 
X -{- 222. 5a.) 

Life arid Money. By Eimar O’Dtjffy and Cyrzl Bock. 2nd 
ed. (Putnam. 1934. Pp. 292. 5s.) 

The Control of Prices. By Atjgtjsttts Baker. (Bent. 1934. 
Pp. X -h 175. 55.) 

Prof. Soddy’s book is one of “ The New World Series,” edited 
by Hubert Williams, which is ** based on the assumption that it 
is necessary to evolve a new way of living to master the strange 
and rapidly changing circumstances of to-day.” It is to be hoped 
that the contributors on other topics in this series have not been 
chosen on the same principle that has led to the selection of an 
eminent physicist to write about Money — ^the belief that most 
books on the problem are “ treated dErom the bankers’ point of 
view.” A student asking Prof. Soddy’s opinion as to the future 
of chemistry would certainly not be referred to the views of clergy- 
men or joimnalists ; and there is no more sense in offering in- 
quirers on economics the notions about money held by physicists 
and engineers, who without any research or training such as is 
considered indispensable in their own professions presume to solve 
complex economic questions in a “ scientific ” yet sweetly simple 
way. 

The Professor is said to be writing “ from the standpoint of the 
PuBiiio,” and his ideas are certainly distingiiished by misconcep- 
tions and empty though violently stated charges against the 
monetary authorities. He is almost exclusively concerned with 
the fraudulence and iniquity of bank-created money, for he 
regards what he calls “ virtual wealth ” — ^the rmspent margin — 
as of primary importance, its issue being “ a vital prerogative of 
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the State.” He envisages the banks as “ arbitrarily creating and 
destroying money by extending and destroying it in the form of 
loans which can only be sunk in preparations for future pro- 
duction,” thereby making price-level stability “ obviously im- 
possible,” but he declares that the circulation of money “ must 
conform to the rate of creation of wealth ” ! Accordingly, he 
believes that a price-level could easily be “ kept perfectly stable ” 
if banks were prohibited from expanding credit in excess of cash 
deposits, and if new money “ were only issued to consumers by a 
remission of taxation so soon as more finished wealth awaited 
sale,” 

Prof. Soddy seems to be imaware that bank money is normally 
created to finance goods in process of production, not fixed 
capital, and that as this process is subject to control by the central 
bank it is not necessarily inflationary ; and he dis mi sses the fact 
that income increases and prices tend to rise, not merely as the 
volume of bank credit expands but also as its circulation acceler- 
ates, with the strange remark that ” in the so-called quantity 
theory of money orthodox economists tried to make its value 
depend inversely on its quantity and directly on its velocity ” ! 
Prom his writing he would appear to have read nothing by 
modem monetary theorists, and his bibliography shows that he 
attaches no value to their work, for it is practically confined to 
the sensational literature expounding his own doctrine and those 
of Silvio Gesell, Arthur Kitson, C. H. Douglas and Howard Scott. 
Prof. Soddy must know that these ideas have been severely 
criticised not merely from the “ bankers’ point of view,” but by 
reformers as progressive as himself; from his book, however, 
one might suppose that there was no practical alternative to 
orthodoxy except his own jejime and extravagant proposals. 

Mr. O’Dufcy cannot be charged with ignoring the work of real 
economists, for his part of Life and Money contains various 
attacks on their opinions, mainly in regard to employment. But 
his ignorance and self-conceit are such that he cannot imagine 
that “ Professor ” Keynes’ views on the problem are more likely 
to be correct than those derived from Major Douglas’ propa- 
ganda. It is a sad reflection upon the level of public intelligence 
on such questions that this nonsense should have gone into a 
second edition. Mr. Bock’s proposals for a new monetary mech- 
anism are relatively sensible if quite impracticable. 

An old guild socialist, Mr. Baker’s approach is far more 
scholarly and modest than those of the physics professor and the 
romanticist. He believes that “ orthodox ” economists {fi-g- 
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Mr. Hawtrey !) “ have provided, all the data necessary to solve 
the monetary problem without recourse to the many heretical 
theories recently advanced.” Yet they have somehow “ failed 
to state the Solution,” which according to ]Mr. Baker is the 
individual regulation of aU prices by the various industries. He 
does not seem to realise that there is already a good deal of 
regulation of the prices of manufactured goods, but that the 
method of marketing food-stufEs and materials — ^to which he does 
not refer — ^makes control by the producers practically impossible, 
and that recovery can only be secured through the raising of the 
prices of these primary products. 

Geoffbey BinnijLFH 

About JSIoney. By E. Roll. (London : Faber and Faber, 1934. 
Pp. 248. 7a. 6d.) 

Amid the welter of books that appear every month dealing 
with monetary problems. Hr. E. Roll’s About Money affords a 
welcome relief. In place of strange remedies and nostriams of 
all sorts, combined with more or less fantastic descriptions of 
the presumed working of the monetary system. Hr. Roll gives us 
a well-balanced and unbiased summary of the present state of 
knowledge, so far as this can be gathered from the published 
writings of the leading economists who specialise in the realm of 
monetary theory. 

This book has the great merit of linking up the views of English 
■writem, notably Mr. Keynes and Mir. Robertson, with those of 
continental economists such as Professors Mises and Hayek and 
others whose names are less generally known in this country. 
He thus helps to further that continuity of thinking between 
economists in different countries engaged in the same field of 
study, which is so important to the progress of economics. 

The first part of the book is mainly descriptive and deals wdth 
the nature and functions of money and with the organisation for 
the supply of credit and capital. The second part is concerned 
wdth the reactions of the monetary system upon the general 
economic structure of the country. Amongst other matters he 
discusses here, in a helpful and clarifying way, the much-disputed 
conception of neutral money. The last part deals very briefly 
and a little sketchily with problems of monetary policy. 

Although Hr. Roll does not profess to do more than provide 
“ a simple exposition and critical examination of prevailing 
theories,” he gives us, in fact, something which is very different 
from the usual ricJiaujfe of conflicting opinions. Where opposing 
Ho. 178 ^VOL. XLV. B B 
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views aare set out Ke is at pains to stress the measure of agreement 
rather than the extent of divergence, and to present the case of 
each protagonist in its most moderate form, though sometimes, 
as in the case of Mr. Keynes and Professor Hayek, he is perhaps 
disposed to narrow down unduly the area of ultimate disagree- 
ment. As a rule it is not difficult to discover Pr. Roll’s own 
preferences as between different views ; he can come down quite 
firmly on one side or the other of the fence. 

One feature which distinguishes this book from other writings 
on the same subject is the introduction of the Marxian thesis as 
one of the possible ways in which monetary phenomena can 
be interpreted. This standpoint is not developed in any detail, 
but it is indicated suggestively, and Pr. Roll has done well to 
remind his readers that “ the limitations of monetary theory and 
policy are set by . . . wider social considerations.” 

This is a book which may with advantage be recommended 
to students as a preliminary to the study of more advanced works 
on the theoiry of money. It should share with Mr. Robertson’s 
small book Money the distinction of presenting the two best 
short expositions of the subject which have yet appeared; and 
it may be added that the two books complement one another in 
a very useful manner. 

C. W, GxmJCiEBATJD 

Qolid, Points a Moral. By J. H. HxnzrcsrGA. (Martinus Nijhoff, 
The Hague. 1935. Pp. 166.) 

Money, Foreign Trade and Exchange. By H. J. Welch. (Allen 
and Unwin. 1934. Pp. 158. 4^. 6<i.) 

Oil va la Monnaie dans le Monde ? By Banneret de Matran. 
(Paris. 1934. Pp. 71. 10 /r.) 

Monetary Opinions and Policy, 1924—1934. By Mary Theresa 
Rankin. (P. S. King & Son. 1935. Pp. vii + 158. 6s.) 

Compulsory Spending. By Jtjlihs F. Stone, Jr., Ph.P. (Randall 
Incorporated, Washington, P.C. 1934. Pp. 142. $2.) 

The Financiers and the Nation. By the Right Hon. Thomas 
Johnston. (Methuen. 1934. Pp. viii + 201. 5s.) 

Gold Points a Moral is a painstaking analysis of the somewhat 
obvious fact of the breakdown in the post-war world of the 
action of gold-flows between countries in serving as a corrective 
of such flows. The recent monetary history of a number of 
countries (there is some interesting information on banking 
conditions in France, Switzerland and Holland) is examined in 
considerable detail, and the conclusion is drawn that the gold 
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standard can never again function effectively on the old lines. 
Some additional mechanism of control is needed, and this should 
take the form, in the writer’s opinion, of a World Central Sank. 

Mr. Welch: started life as a solicitor, became a business man 
on an important scale, and has now written an able little book on 
the working of the monetary standard as he has seen it, with 
special reference to its effects on inteimal trade, the foreign 
exchanges and foreign lending. He addresses himself to his 
confreres in the business world rather than to professional 
economists, and there can be few people who have not had a 
specialised economic training but would find their ideas clarified 
and their mi-nda stimulated by reading his book. As a whole bis 
views are sensible and often suggestive; though he makes a 
valiant but, in the reviewer’s opinion, unconvincing attempt to 
prove that the banking system cannot create deposits by its 
autonomous lending and investment policy. Mr. Welch has a 
pleasantly direct method of writing, devoid of unnecessary 
subtleties, and much better calculated to appeal to the readers 
for whom his book is designed than most of the vTritings of currency 
experts. 

M. DE MA.TRAN defends the gold currency standard (the gold 
bullion stands^rd we are given to understand is a highly inferior 
substitute) with a vehemence which makes up in enthusiasm 
what it lacks in understanding and the use of a critical faculty. 
He is, to use an expressive Americanism, a “ gold bug ” d Vcnitrance. 

JMonetary Opinions and Policy, 192d—3d, is a collection of 
lectures and articles written at intervals during the last ten years. 
They are pleasantly phrased and characterised by a marked 
consistency of outlook. Hr. Rankin is a resolute opponent of 
all measures or policies, directed to extracting the world from 
its economic diflSLculties, which diverge from the straight and narrow 
path of the reduction of costs and financial orthodoxy. As a 
whole these essays are rather slight and scarcely stand up to the 
test of publication in book form. 

Compulsory Spending is based on the belief that the cause of 
the paradox of want in the midst of plenty is to be found in the 
inveterate unwillingness of earners of incomes, especially of large 
incomes, to expend what they have earned. Instead of spending 
they save and in the process contract the incomes of others. 
Hr. Stone’s solution is a simple one : let every American citizen 
(with minor exceptions) be compelled to spend not less than 75 
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per cent, of his income, under penalty of having to pay over to 
the Government in tax all of this part of his income which is not 
used in the purchase of consumption goods and services. Insurance 
is treated as a legitimate expenditure for the purpose of the 
75 per cent, rule, in the case of small but not of medium or large 
incomes. The citizen is to be free to save the remaining 25 per 
cent, of his income; all forms of investment and purchase of 
capital goods, including insurance (for the larger incomes), being 
included as saving. 

To criticise this scheme on grounds of practicability would be 
pointless, for its interest lies in its method of approach rather 
than in the precise form of the remedy proposed. Dr. Stone 
has the merit, by contrast with the propagandists of inflation, 
that he is concerned with what happens to money incomes and 
the way they axe utilised rather than with devising yet another 
scheme for increasing the quantity of money. Where he falls 
short is in his disregard of the reasons for which income saved may 
fail to be converted into capital goods to provide additional 
commodities to be acquired by the income spenders. To discuss 
the problem of how to maintain fuU employment, without dis- 
cussing the causes influencing investment and the bearing of 
the rate of interest, is to leave the major part of the problem 
untouched. Moreover, before Dr. Stone can expect us to take 
a proposal for the penal taxation of saving seriously, he must 
first convince us that the supply of capital goods (and therefore 
of the consumption goods they help to produce) is so large that 
no further increase in their amount would add to the total of 
economic welfare. 

Mr. Johnston has gone pigeon -shooting over the fields of 
high finance during the last hundred years — it would be more 
accurate to say that it is at the hawks that his gun is aimed while 
the pigeons who have been plucked receive his commiseration. 
The activities of such men as Hatry, Kreuger, Bottomley and 
Bevan, as well as a host of smaller fry, and many of those con- 
cerned with the issue of foreign loans, are described with scathing 
comment. He has had no dijOGLculty in finding many sitters 
for his gim, and although he does not invariably bring down 
his bird, his bag at the end of the day is more than sufficient 
to prove his main point, that an unregulated system of private 
investment opens the way to serious abuses. 

It must, however, be observed that Mr. Johnston’s book 
(which receives high praise in a preface by Lord Passfield) appears 
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to be intexided to lea'^e the impression that if nearly all borrowers 
are fools, nearly all lenders are fenaves, with the State looking on 
complacently while financiers and company promoters feather 
their nests with the plnmage of their victims. He ignores the 
contimions endeavours, admittedly only partially snccessfnl, of 
[Parliament to reconcile the problem of protecting the greedy 
fool from the consequences of his own folly with that of not 
hampering the legitimate nndertaking of risk. Mr. Johnston 
seems to think that a large part of the community's savings are 
habitnally lost through financial dishonesty ; it wonld be tamer 
to say that the abnses to which he refers have been on the raargin 
of the commnnity’s savings, though this does not imply that 
they shonld be tolerated or that the State should relax its efforts 
to secure the benefits without the evils of free investment. 

Mr. Johnston’s own main remedy, apart from the nationalisa- 
tion of the IBank of England and the extension of municipal 
banking, is the establishment of a ISTational Investment Board 
with very wide powers of control over the allocation of capital 
both for domestic and foreign purposes. He deals with this 
on very broad lines and makes no attempt to discuss any of the 
numerous and formidable difficulties involved in the practical 
working of such a Board, not the least of which would be the 
quasi-guarantee to the investor resulting from official sanction 
for a capital issue, and the question of the responsibility of the 
State for losses incurred. 

C. W. GxrmriEHAXjn 

St. JoJirCs Oollege, 

Cd'mhridge . 



NOTES AND MEMORANDA 

The New Board oe Trade Indexes 

In tlie great days of Giffen, Bateman, Flux and Macrosty the 
British Board of Trade led the world in its statistical and economic 
work. Since the War many critics have complained of some 
tendency on the part of the Board of Trade to rest on its laurels. 
The complete revision and modernisation of the Board of Trade 
Index-Number of Wholesale Prices {Board of Trade Journal, 
January 24, 1935) and of the index-number of industrial production 
{Board of Trade Journal, March 28, 1936) come as a welcome reply 
to criticism, and represent an event of outstanding importance 
in the statistical world. 

The old Board of Trade Index-Number of Wholesale Prices 
was based on the quotations for 194 commodities, and the weight- 
ing has up till now been based on the results of the First Census 
of Production of 1907 (with the single exception of an increased 
weight allowed to petroleum products). The modernised weight- 
ing is based on the results of the Census of Production of 1930. 
Weights are assigned to each commodity and class of commodities 
in proportion to their relative importance in the total of “ available 
goods,” that is to say, of output plus imports, in the United 
Kingdom. An effort is made to avoid duplication between 
different commodities which represent various stages of a single 
industrial process. This does not mean that basic products, 
such as iron ore, raw cotton, etc., are excluded from the index, 
but the principle may be illustrated by the procedure adopted in 
the case of coal : — “ In the case of coal, for instance, the weight 
assigned is represented by its importance for other purposes than 
as a material used, whether as fuel or otherwise, in the manufacture 
of other goods. It has added to it an importance in respect of its 
use in the production of gas or electricity, the addition necessary 
on this account being, however, not in respect of the entire supply 
of gas and electricity, but only of the output not used industrially.” 

Although a fairly consistent technique can be worked out on 
these lines, there are likely to be certain logical difficulties. Such 
logical difficulties, however, are almost bound to arise so long as 
the consumer of statistics continues to demand, often for the 
most dubious purposes, a general wholesale price index-number. 
Ideally we should only ask for index-numbers representing prices 
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of goods at certain defined stages of production, e.g. farm products, 
basic industrial materials, finished goods, and should regard as 
unwise and unnecessary the attempt to combine them into a 
single index. 

The modernised weighting, in fact, has comparatively little 
effect on the final figures for the last few years. This, however, 
is accidental, and the component items show very considerable 
changes. The revision of the weights has brought to light some 
most interesting results about the change in the relative values, 
and relative quantities consumed, of different classes of com- 
modities since 1907. Perhaps the most striking of these con- 
clusions is that from 1907—1930 food at wholesale was becoming 
all the time dearer relative to industrial goods. Taking the ratio 
of the two groups of prices in 1907 at 100, this had risen to 106 
by 1924 and 118*8 by 1930. This was largely brought about by 
the rise in prices of meat, eggs and fish, all of which were relatively 
very dear in 1930. Cereals showed a steady fall. By 1934 the 
ratio had fallen back to 112*2. 

Within the industrial group there was comparatively little 
change. The most striking movements have been those of cotton. 
The quantitative importance of cotton has been steadily declining, 
but in 1924 this was more than offset by its very high relative 
price, and in 1930 its weight had only fallen back to the 1907 level. 
Another striking feature is the increase in the relative importance 
of building and contracting, which represented 8*1 per cent, of the 
gross output of ail trades in 1907 and 11*0 per cent, in 1930. 

Much the most important feature of this revision, however, is 
that we now have, for the first time in this country, separate 
series within the category of industrial goods for basic materials, 
for intermediate products, and for manufactured articles. Similar 
subdivisions had previously been made in the Wholesale Price 
Index-Number of XJ.S.A., Germany, Sweden and Canada. The 
results for Britain show more strikingly than anyone could have 
expected the relative slowness of movement of prices of manu- 
factured goods. Basic materials are more rapid in falling and also in 
rising, while intermediate products pursue an intermediate course. 


Year- 

Basic 

Intermediate 

Mannfactiired 

Materials- 

Products- 

Articles. 

1930 

100 

100 

100 

1931 

76-6 

86-5 

93-6 

1932 ! 

70-7 1 

83-7 

92-7 

1933 

80-2 

84*6 

93-5 

1934 

880 

86*9 

94-8 









372 


THE ECONOMIO JOXTRlSrAi:. 


[JtTN-E 


The author points out that a study of the month to month 
fluctuations reveals comparatively little evidence of any systematic 
time lag in the movements of these three series. 

The old index-number contained very few manufactured 
goods, and the new series have been made possible by a con- 
siderable enlargement of its scope. It now comprises 258 quota- 
tions. The manufactured goods now cover a fairly wide range, 
although they are not yet fully comprehensive ; the principal 
classes represented are iron, steel and non-ferrous metal goods, 
yams and cloths, chemicals and oils, wood pulp, timber, and a 
number of building materials. A separate sub -index is given for 
building materials. In Germany it has been found possible to 
construct index-numbers for the wholesale prices of such difficult 
commodities as clothing, furniture and machinery. So far as 
can be judged, however, this work is based on a greater willingness 
of the German manufacturer to submit to inquiries on the part of 
the Statistical Office than would perhaps be found in this country. 

The fact that we now have available an index -number sub- 
divided according to stage of manufacture should prevent the 
repetition of some of the worst errors of the past decade. Not 
many years ago, for instance, a certain distinguished authority 
in a supplement to the Economist attempted to determine the 
relative amounts going to labour, to fixed charges, and to enter- 
prise by taking the "Wholesale Price Index-Number as a measure- 
ment of the gross return to industry in this country. He thus 
found himself reaching the surprising conclusion that aggregate 
profits in the year 1930 were nil. Similarly, there was the 
notorious Ruefi correlation, about which controversy has now died 
down. By selecting his period, M. RuefE was able to show that 
the index of British wage rates, divided by the Wholesale Price 
Index-Number, showed a high correlation with unemployment. 
He was honestly of the opinion that the British Wholesale Price 
Index-N^umber was reasonably indicative of the prices received 
by British industrialists for their output. In fact at that time 
the index was almost entirely composed of food-stufEs and raw 
materials, and so far as the correlation proves anything, it shows 
that the British industrialist employs fewer men at a time when 
his raw materials are cheap ! 

A further improvement in the figures is the calculation of 
factors of seasonal variation for food and for industrial items 
separately. 

The index-number of industrial production has not been 
subjected to so drastic a revision. The principal change is the 
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introduction of a new series for building and building materials, 
and the calculation of seasonal variations. The series are 
reweighed on the basis of the net outputs shown in the 1930 
Census of Production, the previous index having been on a 1924 
base. 

On the 1924 base the index -number averaged 103-2 for the 
year 1930. The ascertainment of the volume of output of these 
industries at the 1930 census made it possible to obtain an 
independent check on the methods and data of the index -number. 
In spite of the fact that 1930 was a year of very steep downward 
movement and therefore all the data were subject to considerable 
disturbance, the volume of net output in the industries covered by 
the indexwas found to be 103-9 on the 1929 base. “The substantial 
measure of agreement for the great majority of the constituent 
series and for most of the separate groups is the more remarkable 
in the special circumstances obtaining in 1930,” says its compiler, 
with pardonable pride. 

The index of building activity, on a 1930 base, stood at 130-2 
for the year 1934. The only industry showing anything like a 
similar rise was Non-Ferrous Metals, -with 122-7. klining showed a 
decline to 90-6. The new index of building activity was compiled 
by the combination of two sets of information. In the first place, 
the returns of the value of building plans passed, supplied by a 
number of Local Authorities to the Ministry of Labour, are 
deflated by means of a specially constructed number of building 
costs and separated into five classes of buildings. To each class 
of buildings an appropriate lag has applied and building activity 
in later months is thus estimated. These data are combined with 
available information about the output of tiles, cement, bricks 
and glass. 

Here again, as in the price index, reweighting has brought to 
light some interesting and curious facts. Rather xmexpectedly, 
the new index on the 1930 base stands a little lower than the old 
index recalculated to that year as base. In other words, the old 
index had an upward bias. An investigation carried out by 
Professor Douglas {Journal of Political Economy, 1930) showed 
that the London and Cambridge Economic Service Index of 
Production had a downward bias, and it is probable that the Hoard 
of Trade Index of Production had a downward bias before 1929. 

The examples which follow explain the reason for this upward 
bias and incidentally illustrate some rather interesting theoretical 
principles. Most of the commodities, the volume of output of 
which had expanded rapidly between 1924 and 1930, had their 
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weights reduced when the revision was made. An interesting 
example is silk and rayon, where the rise in the volume of output 
was accompanied by a more than proportionate decline in price. 
The only commodities included in the index which showed an 
increase in output and an increase in aggregate value were gas 
and electricity, and there will be many who hold that the prices of 
these services would have been lower if their channels of distribution 
had been different. 

At the same time commodities whose output was declining for 
the period, or not increasing so rapidly as the general average, 
were generally found to require an increased weight in the latter 
year. The two principal examples under this head are the ship- 
building and engineering trades, and the food, drink and tobacco 
trades. In the engineering trade in particular, declining output 
seems to have been accompanied by a rise in prices, and in the 
manufactured food and drink trades a comparatively slow rise in 
output is accompanied by comparatively high prices. An excep- 
tion to this rule is mining and quarrying, where the volume and 
aggregate value of production have both fallen considerably. 
However, in this case the next Census of Production will probably 
reveal an increased aggregate value of output accompanied by a 
declining volume of production. 

A table is given in the Board of Trade Journal showing the 
volume of production adjusted for seasonal variations, for each 
quarter from 1928 up to date. The purist may recommend one 
further adjustment. The method of calculating seasonal varia- 
tions takes into account the fact that, for instance, Easter gener- 
ally falls in the second quarter of the year, and thereby reduces the 
number of working days. Our calendar being what it is, however, 
Easter may occasionally fall in the first quarter of the year, as it 
did in 1932. A straightforward calculation of seasonal varia- 
tions can take no cognisance of this fact, and additional allowance 
has to be made for it. This is not a petty matter, as it may make 
a difference up to 3 per cent, in the results of any one quarter. 
The modal number of working days in each quarter are 70J in 
the first and fourth, 68 J in the second, and in the third. Most 
obligingly 1930 had exactly the right number of working days in 
each quarter, and also, for the benefit of the reader who wishes 
to keep the table up to date, will 1935. In both Germany and 
America the index-number of industrial production is now 
calculated for each month on the basis of a given number of 
working days, a procedure adopted by a number of leading in- 
dustrial concerns. The writer is not an advocate of calendar 
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reforra, in view of tlie sentimental attaclnnent to the old. calendar 
shown hy the majority of men ; but for statistical and account- 
ancy purposes the standardisation of the number of working days 
in accounting periods is a very necessary reform. 

The diagram which follows shows the volume of the industrial 
production plotted q^uarterly since 1928, corrected for seasonal 
variations, and with the minor adjustments described above. 
This enables us to obtain a view of the depression and recovery in 
this country in a far clearer and more accurate form than has ever 
been possible before. After a slack period in 1928, the index rose 
to a sharp maximum in 1929, and then fell heavily, but was 
beginning to show signs of recovery by 1931. The curve shows 
very clearly how temporary was the recovery due to the devalua- 
tion of September 1 93 1 , and it fell to a new minimum in the third 
q^uarter of 1932. In some mysterious way, this quairter was a 
turning-point in every industrial country in the world, and from 
then a slow recovery began, which was apparently veiy much 
accelerated in the early summer of 1933. The curve certainly 
shows signs of a slackening of the rate of progress, but as yet no 
sign of definite recession. 



Conrca- Cdaee 

Cnmhridge, 
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A Mathematical Note on the Economics of 
Electricity Supply. 


The business of electricity supply furnishes a very good 
illustration of the application of mathematics to economic science, 
due to the circumstance that the ftmctional relationship between 
the supply price and the number of units of electrical energy sold 
per annum is of a simple and determinate character. It is gener- 
ally accepted by electrical engineers that the cost of giving a supply 
of electricity is the sum of two components : the overhead cost 
made up of such charges as rent, interest, loan repayments, and 
so forth, which are independent of the number of units supplied, 
and the running cost which is proportional to the supply. If Pi 
be the average cost per xuait, and n the number of units sold per 
annum, jPq the running cost per unit and c the total annual over- 
head cost per annum, then the supply function can be analytically 
expressed in the form 

jPl = Po + cfTb. 

It will be understood that there is a maximum value of n in this 
equation, which represents the limiting output of the machinery 
at the power station when working continuously. The ratio of the 
actual to the maximum output is usually known as the load factor, 
and the maximum possible value of n for a given value of c 
corresponds to a load factor of 100 per cent. 

When a supply function is of the form of the above equation an 
interesting result follows when the conditions under a monopoly 
are considered. It is usually assumed that, in such a condition, 
there is tendency for the profit to be maximised. If pg 
demand price per unit corresponding to an annual sale of n units, 
the yield of profit will be, for the above conditions of supply. 


- -P. - I) 

= 7^P2 %Po C* 

The condition for maximum profit is given by 


71 


dn 


+ P2 — -^0 == 


This equation does not contain c. It therefore follows that if the 
supply function is of the form given, the value of 71 which gives 
a ma xim um value of the profit is independent of the magnitude of 
the overhead charge, whatever may be the form of the demand 
function. 

The demand function applicable to the sale of electrical energy 
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cannot be represented analytically with such exactness as can the 
supply function. Two assumptions may be made in devising an 
analytical expression for this function : first, that there will be a 
limiting price, at which sales will become zero, and, secondly, that 
as the price is reduced, sales will increase indefinitely. A simple 
function which satisfies these conditions is given by the equation 

P2 _j_ ^ 

where pz is the demand price per unit, maximum price at 

which any sales can be effected, and N the demand for a value of 
Pg equal to 

The average price per unit supplied under a public authority 
which is supposed to make no profit will be given by the condition 
that Pi = P 2 = V' The algebraic solution of the resulting 
equation is cumbersome, but a very approximate solution can be 
obtained by assuming as a first approximation that p = 2Po, and 
is small relative to P^. Thus 


+ c = iVCPi — p) = lV(Pi — 2Po), 


whence 

and 


n 


- 2Po) - c 


P 


— + 7i(Pi — 2Po) - c)- 


To obtain the conditions under which profits are maximised, 
we see that the yield of profit is given by — ^ 1 ), which is 

equivalent to 


N n 


— Pft^^ — c. 


Putting Tlx — N Ti this last expression can be transformed to 
iV(Pi + p„) _ C - V-PoV^i/- 

All terms of this expression excepting the quantity within the 
brackets are constant, and as the square of this quantity cannot 
be less than zero, the maximum value of the profit is obtained when 


's/ Tlx 


-x/Pq-v/^i 


whence n-, 


N 


VPx 


and n = l). 


V^o 

from which we obtain the average price per unit supplied as 


p^ = VP^ 
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This average price, it is interesting to note, is not only independent 
of the overhead charges c, hnt also of N. Provided, therefore, the 
demand curve is a rectangular hyperbola which is asymptotic to 
the horizontal axis, the monopoly price depends only upon the 
point in which the curve intersects the vertical axis, and not on 
the slope of the curve at this point, with the additional proviso, of 
course, that the two curves intersect or touch. 

As a numerical example of the preceding results we may take, 
for the supply function, Pq = 0*6 and c — 2, n being reckoned in 
tens of millions of units per annum. This function then becomes 

= 0-5 + 

Por the demand function take = 12 and then 

12 

— 3 ^ 4 _ 1 * 

The average price obtained vmder conditions of public ownership 
is foimd by the approximate expression to be l-lOi?. The exact 
value obtained by solving the quadratic equation is 1*1 Id. and 
the corresponding annual sales are 3*45. The average price 
obtained under monopoly conditions is = 2*46d. and the 

corresponding value of n is 1*3, 

G. W. Stubbinqs 


The Ceveon Banking Commission 

Meport of the Ceylon PavJcing Com/mission {Sessional Paper XX.II, 

1934. Rs. 2). 

It will be remembered that the Ceylon Banking Commission 
was appointed in April 1934 “ to inquire into and report upon the 
existing conditions of banking and credit in Ceylon and to consider 
the steps, if any, that are feasible and desirable in respect of the 
provision of banking and credit facilities for agriculture, industry 
and trade, and also to make recommendations regarding the 
desirability of establishing a State-aided Bank and sound local 
banks.” The Commission, which was presided over by Mi*, (now 
Sir) S. N. Pochkhanawala, Managing Director of the Central Bank 
of In dia and a banker of great experience and reputation, has now 
made its Report after an exhaustive investigation of the various 
matters involved in its terms of reference. 

The Report is a unanimous one, unanimous both with regard 
to its jSndings and recommendations. After giving a general survey 
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of tlie salient features in the economic life of Ceylon, the Report 
proceeds to give an excellent account of the existing banking and 
credit agencies, and points to the various defects in the credit 
system and the need for the establishment of an indigenous State- 
aided Bank. In the view of the Commission “ the existing bank 
organisation with its nerve centre thousands of miles away and 
whose management lacks touch with the population is unfitted to 
meet reasonable indigenous demand for credit. There is no 
branch banking and most of the present banks have their business 
concentrated in Colombo. In the matter of internal finance and 
inland remittances, the present banks are found grossly wanting. 
They are mainly interested in the finance of foreign trade and there 
is danger of interference in their financial operations firom foreign 
trade rivalry wherever there is conflict of interest with the internal 
business. National banking has proved a boon in every country 
and it is also essential for the economic advancement of Ceylon. 
Foreign banks and foreign business houses . . . are tempera- 
mentally and constitutionally imsuited to help the country’s 
operations to any great extent.” 

Taking its stand on the position that there is great need in 
Ceylon at present for national banking institutions, the Com- 
mission then proceed to discuss what fdrm national banking 
activity should take, and after examining the relative advantages of 
a State Bank and a State-aided Bank, express themselves without 
hesitation in favour” of a State-aided Bank with a capital of Bs. 
10 crores, of which the State should subscribe 8 crores in prefer- 
ence shares. The Report recommends that the public should be 
offered 40,000 shares of Rs. 25 each and thereafter the remaining 
40,000 shares should be issued at the Bank’s option. It is further 
recommended that the Bank should have seven or eight Directors 
consisting of Europeans, Indians and Ceylonese in a certain 
proportion and that the selection of the first Directors should be 
made by the Governor on the recommendation of the principal 
Chambers of Commerce. The Bank’s primary function should 
be the provision of adequate credits for internal economic activities, 
including agriculture, commerce and industry, and it is also re- 
quired to provide financial aid of a capital nature to industrial 
enterprises in suitable cases. A close study of the proposed 
banking structme reveals that it is planned more or less on the 
present position of the Imperial Bank of India and to perform 
similar functions. 

The facilities to be created by the State-aided Bank are to be 
supplemented by the establishment of local banks in important 
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places, and the chief responsibility for the promotion of these is 
imposed on the State-aided Bank, which is to be their “ banker, 
friend and guide.” The Commission sanguinely expect that 
“ all the local joint-stock banks of different Provinces will keep 
their accotmts with the State-aided Bank at Colombo, which will 
act as a banker to them and do their agency business. The local 
banks will work as agents of the State-aided Bank in Provinces ; 
thus there would be complete co-ordination in the future banking 
structure of the cormtry. . . . Such dealings and points of contact 
will promote their friendly relations with the State-aided Bank, 
which by knowing them better will trust them more. This 
connection will in turn lead to increased confidence in the local 
bank on the part of the people of the Province and of the general 
mercantile community.” 

The reason why this mode of expansion has been preferred to 
the development of branch banking by the national bank itself is 
stated to be that “ local institutions would offer greater opportuni- 
ties of service,” as “ the local directorates will be in a better 
position to determine the financial req[uirements of their respective 
territories and to judge credit risk.” But it is also suggested that 
“ if later experience warrants that the expectations in regard to 
the inauguration of local banking are not satisfied, there should 
be no bar to the expansion of the activities of the State-aided 
Bank itself.” 

One weak point in these proposals of the Commission is that 
due consideration has not been given to the opposition of the 
existing banks and the Ceylon Chamber of Commerce to the 
establishment of any State-aided Bank on the ground that there is 
not sufficient business for an additional commercial bank of the 
type proposed and that there are enough credit institutions (though 
non-Ceylonese) now existing in Ceylon. In view of the very 
powerfixl position which the existing foreign banks occupy, it is 
only prudent not to expect too much from the new bank, \mless 
the opposition to it disappears. Indeed, the Commissioners 
themselves recognise this and say, “ It cannot be denied that 95 
per cent, of the trade and industries of Ceylon are directly or 
indirectly in the hands of Europeans and Indians only, and their 
co-operation and good-will are, therefore, absolutely necessary 
not only for the flotation of the Bank but also for its future 
working. Without this the Bank could have no chance of 
developing its business and it would fail in its aim of serving 
the commercial commimity and of fulfilling the aspirations of the 
people of this cotmtry.** But there are no indications in the 
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Report as to the source or sources from which the rare commodities 
of co-operation and good-will could be expected, when w’hat is 
anticipated and feared is unhealthy rivalry. 

It is remarkable that the Commission does not recommend for 
Ceylon a Central Bank capable of regulating both the credit and 
currency system of the country in the best interests of the economic 
life of the nation. To quote the Commission’s own reasons, 
“ At the present stage of its economic development Ceylon hardly 
needs a Central Bank of Issue. It is not yet adequately equipped 
for such a highly advanced and technical form of credit mechanism. 
A time may come after credit organisations have sufficiently 
advanced, when, to rmify and co-ordinate all the credit agencies 
and to introduce unity of policy and control of currency and 
credit, such a bank will be necessary. . . . At the present moment, 
however, the country is not ripe to have a Central Bank.” It is 
very doubtful whether this portion of the Report of the Com- 
mission will jfind favour with the State Council or wdth public opinion 
in Ceylon. In fact the evidence before the Commission seems to 
have been overwhelming in favour of the establishment of a 
State Bank in the sense of a Bank of Issue. 

With regard to the coimtry’s currency system the Report does 
not contain any very detailed study of the subject, as the Com- 
mission thought that this was not specifically included in its terms 
of reference. But in view of the intimate relation of currency to 
banking and credit, some consideration is given to this problem 
and the view expressed that it is “ not desirable that any change 
should be introduced in the present basis of the monetary system 
of Ceylon, particularly in view of the chaotic conditions which 
prevail to-day in the world in regard to international trade and 
monetary matters. The rupee has successfully worked as the 
standard of external measure of Ceylon’s currency. The only 
demand for change in the present arrangement is on the groimd of 
loss of profit on minting, which at present is solely retained by 
India.” The Commission suggests that this loss can be avoided 
by substituting Indian and other interest-yielding gilt-edged 
secmrities for the rupee portion of the currency reserve. The 
value of the present monetary connection with India to the 
economic life of Ceylon is also discussed in detail and it is shown 
how a change would disturb the Indo-Ceylonese trade and the 
labour problems of the Island, lead to profiteering and high 
rates of interest and cause nervousness in external capital at 
present engaged or likely to come in the service of future economic 
advancement. The Report says that the Commission’s recom- 
No. 178. — ^voL. XLv. a c 
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mendations in this connection are also supported by the conclusions 
of previous Currency Commissions. 

In addition to the main recommendations the Commission 
also makes certain suggestions for the relief of rural indebtedness 
and proposes inter alia the establishment by Government of an 
“ Agriculturists’ Redemption Rimd ” to help the rural debtors 
and the formation of “ Conciliatory Boards ” in difEerent districts 
to bring about a reconciliation between the debtors and creditors 
in respect of their transactions, especially relating to mortgages 
on land. Further, in order to assist the agricultxuist to get a fair 
price for his crops, the formation of marketing societies under the 
supervision of the Agricultural Department and the establishment 
of an Advisory Board to co-ordinate the activities of the various 
societies as well as to guide them in their work are also recommended. 

In order to encourage investment and saving and facilitate 
the banking habit there are also some useful suggestions. Besides 
recommending the abolition of the stamp duty on cheques as in 
India, and the creation of new channels of saving in the form of 
Postal Cash Certificates, Treasury Bills and investments in build- 
ing societies, an amalgamation of the Ceylon Savings Bank and 
the Post Office Savings Bank, decentralisation of the working of 
the Post Office Savings Bank and the liberalisation of the rules of 
withdrawals are also suggested in the interests of popularity, 
efficiency and unification of the Savings Banks working in the 
Island. 

Other recommendations of the Commission include suggestions 
with regard to (i) the improvement of banking regulations, the 
issue and renewal once in three years of licences for carrying on 
banking business in the Island, and the maintenance of a Register 
of Banks ; and (ii) the creation of an Economic Advisory Coimcil 
to study economic questions and carry on research and a separate 
Department of Statistics to collect reliable statistics, the want of 
which was a serious handicap to the Commission in certain respects 
in the pursuit of its task. 

A. Ramaiya 

Madura, India. 


Comments on toece Indian Constitution and Finance. 

(1) Pkofbssoe. Adarkae,’s note on the economic aspects of the 
proposed Indian constitution (Economic Journal, March 1935) 
emphasises that the economic aspects are less satisfactory than 
the political aspects and “ that India’s economic freedom, whether 
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in the financial, fiscal, industrial or monetary sphere, is hedged 
with limitations.” This is broadly true, but it is well to bear in 
min d one or two points. First, in relation to Safeguards, and in 
particular financial safeguards, the anxiety of the people in our 
country to reduce all safeguards in the sphere of Finance to a 
m inim um is perfectly intelligible. Self-government which does 
not involve financial independence is self-government in a very 
truncated form, and safeguards can easily be interpreted as a form 
of distrust. But the Indian administration will need to borrow 
money, if only to replace existing loans, many of which are falling 
within the next few years. Apart from these, there may well 
be need to borrow money for legitimate productive purposes. 
India is a poor country and it will make a great deal of difference 
what rate it has to pay for its money. The rate will be low 
so far as the potential lenders, which means in the main the City 
of London, have confidence in the conduct of India’s finances, 
and high in so far as they have not. On account of default by 
borrowing governments in every part of the world, everyone 
wants double security for his money to-day. India is now to take 
her destinies into her own hands and is likely to make mistakes, 
as is likely in every country in the early stages of its political 
evolution, and there is reason to believe in India’s capacity to 
manage her own affairs better than a great many other independent 
States. But India cannot afford to add to her own difficulties. 
Provisions which would place the service of foreign loans beyond 
all suspicion are in the long run more in India’s interests than in 
anyone’s. The best security the City of London can have is in 
the creation of a strong and stable Indian Government which 
would keep up India’s foreign credit. 

(2) It is perfectly true that in the twin instruments of public 
finance and monetary policy we might have the true criterion of 
the success or failure of the new constitution. The self-rule of 
the Indian people or Swaraj, if it is to fulfil its cherished ends, 
must be based on sound financial resources. This does not neces- 
sarily mean that hig h taxation is a necessary condition of the 
successful working of self-government. Taxes will have to be 
levied in future according to people’s capacity to pay. But it is 
well to note that though high taxation is not a condition of self- 
government, neither can low taxation be necessarily expected 
as its result. The true test of the sound financial administration 
of a self-governing India does not consist in raising less revenue 
or retrenching more expenditure than at present, but in raising 

revenue wisely and spending it productively. Nothing is more 

o o 2 
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naive tlian th.e view entertained b^r some people in this conntry, 
tbat Tinder a national regime tbe government of tbe country will 
be less eisipensive or tbat tbe taxes levied will be lower. Economy 
can and must be effected, of course, in several directions, but tbe 
cost of administration as a wbole under tbe new pobtical order 
will not markedly fall off. Wbatever migbt be said against 
Federation as tbe true solution of tbe Indian constitutional pro- 
blem, it is clear tbat financial arguments cannot be used as a real 
obstacle to Federation. 

(3) It is tbe banking and monetary pobcy of tbe Indian Govern- 
ment tbat bas been severely, and to some extent deservedly, 
criticised by Indian economists and piibbcists. Tbe Reserve 
Bank of India is undoubtedly a great step in tbe unification of 
currency and credit. Few will quarrel witb tbe fundamental 
principle on wbicb tbe constitution of tbe Reserve Bank is based, 
viz. tbat it should be free from any pobtical influence. But wbat 
sball we say of tbe special responsibibties of tbe Governor- General 
in relation to tbe Reserve Bank ? It would in practice amount 
to bis obeying tbe directions of tbe India OflGLce and tbe City of 
Bondon. It would be a red'uctio ctd abszordzcm of tbe wbole scheme 
if, after excluding tbe Indian Legislative and Federal authority 
of patronage in tbe matter, on tbe ground of necessity for tbe 
elimination of pobtical influence, tbe Government or tbe Joint 
Committee sboifid consider it right to introduce wbat India 
bas always condemned as tbe worst pobtical influence tbat bas 
been brought to bear on its financial administration, namely, the 
intervention and control by AVbitehall or London City. Rightly 
or wrongly there is an impression in certain quarters in India tbat 
the Reserve Bank is designed to be a tool in tbe hands of the City 
of London and tied to tbe chariot- wheels of tbe Bank of England. 
It behoves, therefore, tbe governing body of tbe Reserve Bank to 
steer clear of any such suspicions in tbe larger national inter- 
ests of India. 

jLriricLQ7ielc(,i University^ 

GKidciinbchrcunh . 


V. G. R. Ayyar 
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OBITUARY 
Edwht Caknak 

Edwin Cannan, who died on April 8th this year, was hom 
in Madeira on Eebruary 3rd, 1861. His mother, for the sake of 
whose health the family had gone to the Island, died eighteen 
days after his birth. They returned to Bournemouth, where he 
spent his boyhood. His father, I). A. Cannan, had been agent 
for a firm of galvanised-iron manufacturers in Australia, and had 
been there during the Victorian gold-rush. He retired in 1858. 
It appears that the Cannan ancestors had come from Scotland ^ 
to the Manchester district towards the end of the eighteenth 
century, and had there made a modest fortune. Cannan himself 
enjoyed an income which did not depend on his professorial 
activities. 

Edwin and his elder brother, Charles, who was for many years 
secretary of the Clarendon Press, were educated at Clifton College 
in its early days under Ur. John Percival. Charles went to 
Trinity College, Oxford, and in 1880 Edwin followed him to 
Balliol. His work was interrupted by illness, and in search of 
health he voyaged round the world.^ Consequently, he took 
“ Groups ” for a Pass Uegree, and included the Economic Group. 
He took his B.A. in 1884 and his M.A. in 1887. He won the 
Lothian Prize by an essay on “ The Uuke of Saint Simon,” and 
in 1886 competed unsuccessfully for the Cobden Prize, which was 
won by (Sir) H. Llewellyn Smith. 

Though he lived at Oxford all his adult life, at an early date 
in Wellington Street and later in Chadlington Road, and was 
associated with the Oxford economists for nearly fifty years, he 
never held any oflS.cial appointment in the University, except as 
Sidney Ball Lecturer in 1931. 

In 1907 he married Margaret M. Cullen, his second cousin. 
Their only child died in 1918. 

Carman’s first published work was JSlementary Political Economy 
in 1888 (Oxford University Press). In the Introduction to The 
Economic OutlooTc (1912) he gives a vivid account of his education 
in economics, beginning in the lower-fifth form at Clifton in 1877 
with the study of Mrs. Eawcett’s Political Economy for Beginners, 

^ In letters Caiman says his father was Scotch, and that the name originally 
was A’ Cannan in Galloway. He was named Edwin after his godfather, Edwin 
Chadwick. 

® His delicacy continixed for several years, and prevented his going into 
College. Erom 1886 to 1891 he devoted himself to writing, and received students 
in his lodgings in St. Giles. 
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from, which may be dated his revolt from the teaching then 
traditional. He follows with an account of his Oxford experi- 
ences, his conversion under A. L. Smith*s influence by the “ His- 
torical Spirit/’ and his subsequent return to economics ; on this 
he writes : “ Fawcett’s exceedingly unplausible boiling-down of 
Mill awoke, in 1883, all my native scepticism, and made me look 
about for new lights.” TTia Cobden Essay became “ an attempt 
to reconstruct general economics,” while his successful com- 
petitor apparently kept to the subject set, and this rejected 
essay developed into his first book. This first effort at reconstruc- 
tion met with little recognition or success. 

Apart from writings in the Economic Review, the organ of 
the Christian Social Union, which began publication in 1891, 
Carman devoted three years to the studies which led to the work 
which first brought him recognition, A History of the Theories 
of Production and Distribution in English Political Economy, from 
1776 to 1848, published in 1 893. 

His career as a teacher began in 1896, when the London 
School of Economics and Political Science was founded. In the 
first Calendar of the School his name appears only as giving four 
public lectures on the History of Hating, which were published 
with additional material as The History of Local Rates in England 
(1896). But in fact he shared the classes in Economics with 
W. A. S. Hewins, the first Director of the School. The School 
was started at 9 John Street, Adelphi, but after a year moved 
to the comer of Adelphi Terrace. One of his first students, 
now a Professor in the University of London, remembers that the 
class consisted of three members, who sat round a table with 
Cannan in the basement of the building, and proceeded by informal 
discussion. 

Prom this small beginning the teaching of Economics developed 
with the growth of the School; at first slowly, and then, after 
the change to its present site, rapidly. With the institution of 
the degree of B.Sc.(Econ.), the School became a “ School of 
the University ” and Cannan an “ Appointed Teacher of Economic 
Theory.” At the date of his retirement, 1926, the large lecture- 
room could hardly contain his classes, and his earlier pupils were 
his colleagues. The title Professor was conferred in 1907, 
Emeritus in 1926. 

Prom the beginning Professor Poxwell lectured on Banking, 
and for this reason among others Cannan published nothing on 
the subjects of Banking or Currency till the War. Wealth, with 
the sub-title “A brief explanation of the causes of Economic 



1936] OBITXTAItY : ED WES’ GjL2sraTAiir 387 

Welfare ” (1914), is stated by the author to have “ been gradually 
evolved out of the annual course of lectures which I have given 
for first-year students — since 1898 ” ; in this there is no dis- 
cussion of money at all. This cannot have been for want of 
interest in the subject, for Cannan made a collection of pamphlets 
and books by currency cranks,” till their output vras too large 
for his library. 

While Wealth may be regarded as a development of his early 
JPolitical Economy t the book which contained his lectures to second 
and third year students, namely, A Review of Economic Thecnry 
(1929), is in pairfc a supplement to the History of Theories, etc., 
continued up to the date of publication. Again, neither money 
nor banking appear in the Index ; Ricardo on Currency is given 
two pages, and there are also two pages on the bank-rate. It is 
perhaps hardly necessary to say that this book is of much wider 
scope than was that of 1893. Though to some extent in historical 
form, the line of thought is the development of accurate definitions 
and the approach to what Cannan regarded as correct and useful. 
The method is the criticism of what was imperfect, ephemeral, 
or erroneous. The description ** An Orthodox Economist ” at 
the head of the Obituary in The Times of April 9th would have 
caused Cannan to think that a word was for once used in its 
literal meaning. 

In the first years of the School the lecturers were only present 
for one or two periods weekly, and even after its removal to Clare 
Market and its extension to Houghton Street, Cannan came up 
from Oxford only on two or three days, and never made his work 
there a full-time job. In consequence he was able to pursue his 
study of the writings and lives of the older economists. The 
principal result was the work which many consider to have been 
his greatest achievement — An Enquiry into the Nature and 
Causes of the Wealth of Nations. By Adam Smith. Edited, with 
an Introduction, Notes, Marginal Summary, and an enlarged Index. 
By Edwin Cannan, 1904. An economic historian writes of it : 
“ the editing is peerless, as are the introduction, the running 
analysis, the square bracket notes, and the additions to Adam 
Smith’s own index.” A preliminary to this major work was 
the editing in 1896 of Adam Smith’s lectures from manuscript 
notes made by a Glasgow student. Also two letters of Adam 
Smith were published with notes in 1898. 

Cannan’s own library contains a collection of eighteenth and 
early nineteenth century economists’ writings, used for the 
edition of Adam Smith and The History of Theories. It is said 
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that he had all the editions of the Wealth of Nations down to 
about 1900, and all the important editions of most other writers 
of the period. The complete Library has very generously been 
presented by Mrs. Cannan to the London School of Economics, 
where the main collection will be kept under his name. 

A complete list of the papers on various economic topics 
written or published before the War would be very extensive. 
A selection of them was issued in book form in 1912, tmder the 
title The Economic Outlooh. The book does not, however, contain 
any papers on the growth of population, his interest in which is 
first shown in his earliest contribution to the Economic Jotjenaij : 
“ The Growth of Manchester and Liverpool, 1894.” In 1895 he 
wrote a paper very remarkable for its statistical foresight, entitled 
the ** Probability of a Cessation of the Growth of Population of 
England and Wales during the Next Century,” read at the Ipswich 
meeting of the British Association and published in the Economic 
JoTJENAii. It was based on the assumptions that the rate of 
mortality and loss by migration would remain constant for each 
age group, and on the working hypothesis that the birth-rate 
reckoned on the number of persons between the ages 20 and 40 
would fall from 10 per cent, as it was then to below 8 per cent, in 
1921, and thereafter remain stationary. On these assumptions 
the population would reach a maximum of rather over 37 millions 
about the year 1995 and there remain. The thesis did not depend 
on the numerical accuracy of the forecast, but on the perception 
that without any violent changes a cessation of growth was 
probable. There have been violent changes, and now it is held 
that the stationariness is near at hand at a figure a little higher 
than that just named. I may interpolate that the hearing of 
this paper was at my first introduction to Cannan, and that I 
used the diagram that illustrated it — the only one that I have 
found in his wrritings — as a model of graphic representation in 
lectures for several sessions. The paper was to some extent a 
by-product of his continual criticism of the Registrar-General’s 
statistics ; this found its main vent in the only paper he con- 
tributed to the Royal Statistical Society (of which he was a 
member from 1889), entitled “ Demographic Statistics of the 
United Kingdom : their want of Correlation and other Defects.” 
This paper is said to have “ fluttered the dovecots of the permanent 
officials by its outspoken damnation of their failings.” 

In Whet’s Who (1905) Cannan’s recreations are stated as 
Cycling since 1888, history of English roads, municipal govern- 
ment, demographic statistics, and (formerly) correspondence wdth 



1935] 


OBITUAHY : EDWrN- OAKIS'AK' 


389 


government departments.’’ All these “ recreations ” were taken 
very seriously . What is sometimes called the theory of population 
was an essential part of his economic teaching. TTis fir st statement 
of an “ optimum ” population was in 1888. “ At any given time 

the population which can exist on a given extent of land, con- 
sistently with the attainment of the greatest productiveness of 
industry possible at that time, is definite ” {Elem&niary Political 
Economy, p. 22). The more developed ideas of the relation of 
population to area are found in one of his two last published 
writings, a review of The Ministry of Labour's Meports — (on) 
Distressed Areas, Economica, February 1935. 

Similarly, the recreation of municipal government was 
interpreted not only in his History of Pates but also in very serious 
work as Member for the University of the Oxford City Council 
for some years. At the time of his death he was actively engaged 
in fighting the battle of a new working-class estate, the inhabitants 
of which had been shut off from the main road by a wall built by 
a speculative building company. 

In the War period his writings are principally on currency and 
prices. They are so recent, and so easily accessible in Money : 
its connection with rising and falling prices, 1918, fifth edition, 
1924, and in the series of letters and articles in An Economist's 
Protest, 1927, that there is no need to describe them here. But 
it should be said that he held to the “ cloak-room ” nature of 
bank credit to the last. 

The last article published by him was, however, of a different 
nature. In “ The Existing Economic System ” ifPhe Highway) he 
argues that we have gone a long way from laissez-faire, and the 
system is making great progress towards the economic ideal of 
distribution according to need without sacrificing production.” 

Since in the London Essays in Economics, 1927, a Festschrift 
by eleven of Carman’s former students, most of whom were 
themselves teachers of Economics, the papers by Ur. Ualton and 
Professor Gregory sum up Cannan’s general contributions to 
Economics and his more recent monetary theory, it is unnecessary 
to make any attempt to do so here. But something may be said 
about his general method of approach. From the first to the 
last the object of his teaching and writing was to apply the 
criticism of common sense, couched in non-technical language, 
to economic theory, without respect of persons and without 
acceptance of any formulae. A few phrases from An Economist' s 
Protest illustrate this. “ Ordinary language, which is the most 
important language” (p. 221). “I never — ^insinuated — T said 



390 


THE BCOKOMIO JOUBJSTAX. 


[JTTNE 


point-blank ” (p. 114). “ We had not then become convinced 

that nothing in economics can be both simple and true ” (p. 266). 
“ Much of the trouble arises from the fact that some of us don’t 
want to write really elementary stuff, and those who do can’t 
do it intelligibly. Consequently there is no popular compre- 
hension of how we actually live ” (p. 409). “ I hope what I 

shall say is true; but as for newness, I can only be like the 
candidates for Ph.D. degrees, who when their supervisor says, 
‘ I can’t see that you are discovering any new facts,’ plead, 
‘ But don’t you think I might be held to have exercised inde- 
pendent critical power ? * ” (pp. 417—18). “ In the rude language 

of everyday life, a big well-distributed and steady income is 
better than a small ill-distributed and violently fluctuating 
income, especially if the fluctuations fall chiefly on the poor. 
Must we read 108 pages to make sure that we are right in 
believing this ? ” (p. 267). 

This outspokenness and his inability to suffer fools gladly ” 
tended to make enemies of those who did not know him personally, 
and perhaps his reiterated destructiveness tended to lose effect. 
But in fact his criticisms of the older writers were constructive 
and based on full appreciation of their importance. He devoted 
many years to the exact interpretation of Adam Smith; he 
named his son David (I believe) after Ricardo. He was on 
terms of intimacy and friendship with most living economists 
in the United Kingdom and to a less extent in America, and they 
understood his attitude. If one was fortunate enough to be 
approved, one was sure that an argument put forward was sound 
and satisfied the criterion of common sense. “ Let the righteous 
smite me ; it shall be a kindness : and let him reprove me ; it 
shall be an excellent oil, which shall not break my head.” This 
is the authorised version of Ps. cxli. Some of the sufferers 
from his criticism, however, thought rather of the Prayer Book 
version, “ let not their precious balms break my head.” 

In furtherance of his desire to express himself clearly in the 
vulgar tongue. Carman never used an algebraic formula or diagram 
in his published work ; the only exceptions that I have found are 
in the population diagram already named, and in a quotation 
from Keynes {Protest^ p. 387). The words he supposed Adam 
Smith to utter may or may not have expressed his own view : — 
“ The very ingenious speculations of Mr. Jevons, Mr. Marshall, 
Mr. Edgeworth and others, who have introduced a sort of algebra 
or geometry into the science of political economy. The followers 
of that system are very numerous ; and as men are fond of 
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appearing to nnderstand what surpasses the comprehension of 
ordinary people, the cypher, as it may be called, in which they 
have concealed, rather than exposed, their doctrine, has perhaps 
contributed not a little to increase the number of its admirers ’’ 
(Protest, p. 3341. 

It may be doubted whether Cannan was not one of the 
ordinary people of this quotation. In his article “ Total Utility 
and Consumer’s Surplus ” {Eccmcyniicay Feb. 1924, pp. 23-4), 
he writes of what is, in fact, an ordinary demand ciuwe, “ a 
method which involves, not a single hypothesis, but an indefinite 
number of different hypotheses, each of which is inconsistent with 
all the others as well as with the actual facts.” “ Inconsistent 
hypotheses which no one would ever have thought of if it had 
not been suggested by the ‘ space ’ which happens to be included 
under the curve of a demand schedule.” 

Whether from want of comprehension, or of deliberate choice, 
in the Review of Economic Theory there is no statement of the 
formula of the measurement of elasticity, marginal utility is not 
expressed as a limit, equilibrium is not named — at least in the 
index, — ^there is no reference to Pareto, not even to his “ law ” 
of income distribution. He coTold effectively criticise the results 
obtained from mathematical analysis if they offended the 
criterion of common-sense, but it is doubtful whether he followed 
the arguments which led to them. He followed Hicardo {History 
of Theories, pp. 323 seq^.') in cumbersome arithmetic without 
arriving at a proof of the conditions under which Ricardo’s doctrine 
of money rent were valid. 

To return to more personal matters — Cannan was elected a 
member of the Oxford University Political Economy Club in 
1893, was an active member of it for the rest of his life, and 
tided it over some difficult periods. He was a member of Council 
of “ The British Economic Association,” now The Royal Economic 
Society, from 1897, and its President in 1932—4. His lifelong 
interest in the Economic Section of the British Association began 
with membership in 1890. He was a secretary of the Section 
from 1894 to 1898, then recorder till he was elected President in 
1902, an office which he again held at the Centenary Meeting 
in 1931.^ He twice attended its meetings in Canada, and on 
the second occasion (1924) visited the United States. Otherwise, 
except for a lecture tour in South Africa after his retirement, he 
seldom went abroad. Partly owing to his residence at Oxford, 

^ Subjects: ** Tbe Practical Utility of Economic Science,” Belfast, 1902; 

The Changed Outlook in Regard to Popxilation,” London, 1931. 
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he refused to be nominated for membership of the London 
Political Economy Club. 

He was granted the honorary degrees of LL.D. (Glasgow) and 
Litt.D. (Manchester). 

Caiman as a writer and Cannan as a friend or teacher were 
at one time the same and different men. His exactness of state- 
ment and of detailed knowledge was as manifest in relation to the 
roads of Great Britain and the history of real property in Bourne- 
mouth as in the texts of the Wealth of Nations. The personal 
expressions of his opinions of some economists were equally definite. 
But bis helpfulness to all, especially the unassuming, his readiness 
in every minor emergency whether in Committee or on the high- 
road, the sense of trustworthiness and loyalty, were familiar only 
to his associates. When I first met him at the Ipswich meeting 
of the British Association in 1896, he was with two other bicyclists, 
Edgeworth and Gonner. There was no sign of his earlier 
illness ; he was at any time prepared to ride a hundred miles, 
and the story is told that when he failed to find a book at the 
Bodleian, he merely said “ — ^then I must go on to the British 
Museum.” During the General Strike at the age of 65 he rode 
to and from London to lecture; but soon after that date he 
bought his car, familiarly known as “ Lucy,” in which he 
continued his recreation of the study of English roads and the 
inaccuracy of their milestones. Eor thirty years I expected to 
meet him wherever I was in England, Scotland or Ireland, by 
pimctual appointment at some sign-post, equipped if necessary 
for the night with his luggage in a large envelope marked On His 
Majesty’s Service. Bicycling and gardening were his only forms 
of exercise. He never walked if he could bicycle, even to the 
nearest letter-box. To many people he is identified with the 
School of Economics in the years before the War, where he always 
seemed in Common Room and in Committee to carry in himself 
the essential life and character of the Institution, the activities 
of which were not so widely spread then as they are now. But 
a host of others will remember him best at his house at Oxford 
seated in his unique library, approached past an inch ordnance 
map of the roads fifty miles round Oxford. But it is idle to 
attempt to describe his strong personality to those who did not 
know him, or to express the sense of irreplaceable loss. 

A. L. Bowley 
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A Student’s E-eoollegtions of Edwin Cannan 

By the time I came to the School Caiman had given, up 
lecturing on Elements, so that although we conned over 
Wealth for the intermediate examination and heard countless 
legends of his prowess, he was little more than a name to students 
in their first year. A picture of a short, bearded man in exceed- 
ingly shabby clothes threading his way through the refectory to 
his seat at high table is the chief impression left on my mind from 
that period. ‘ * That’s old Cannan, ’ ’ we would whisper to each other. 
The familiar “ Edwin ” only came when one had sat in his classes. 

But in the second and third years he dominated our horizon. 
Why he did so and how he did so it is extraordinarily difficult to 
say. Yet no one who ever sat under him would deny it for a 
moment. Certainly he was not a good lecturer, at any rate in 
the ordinary sense of the term. He could deliver a very lucid 
and popular lecture when he set himself to do so, as his presidential 
addresses to the B. E. S. have demonstrated. But his normal 
lectures on Principles were not of this q^uality. It was not always 
possible to hear him. His delivery was never fluent and he had a 
habit of talking into his beard which made parts, and often the 
most important parts, of his lecture almost inaudible unless you 
were sitting in the fibcst two rows. Moreover, they were not 
arranged with a view to the convenience of b^inners. Cannan 
took great trouble preparing them, and when he came to write 
his JEteview of Economic Theory he was able to transcribe large 
chunks often without great alteration. But they went straight 
to the point whether simple or difficult. There was no pre- 
liminary statement of what he proposed to do. No summary of 
what he had done. He expected you to find that out for yourself. 
I well remember my first lecture with Cannan. Eor some reason 
or other he was wearing his doctor’s cap : he was the most in- 
formal of men regarding the proprieties, but from time to time 
inexplicably the cap would make its appearance, and this was one 
of the occasions. The cap was perched at a Jatmty angle on his 
head and his mood was in harmony with the cap. The lecture 
dealt with the Physiocratio theory of distribution. Cantillon, 
Mercier de la Rividre, Dupont de Nemours, Quesnay, all pro- 
nounced in a highly anglicised manner (no phonetics could possibly 
reproduce the flavom of Canaan’s Erench), rapidly appeared on 
the stage without any preliminary com m ent. Passages were 
read aloud, much too rapidly for assimilation and annotation. 
One gathered that the passages were absurd but that it was 



394 


THE EOOHOMIO JOUBNALi 


[JTTNB 


important that they had been written. Followed a lengthy and 
not always audible discussion of the derivation and uses of the 
word distribution. All sorts of people had used it in different 
senses. It was not quite clear at the time which sense the 
lecturer favoured. And so on. I was in complete despair and so 
were the rest of us who were beginning. But the third-year 
people who had already had a year of it appeared to be highly 
edified. So spurred by emulation with them, and encouraged by 
Mrs. Binowles, who confided to us that she had suffered a similar 
ordeal herself (“ You can’t understand a thing he says at first, 
but gradually you see he’s talking very good sense ”), we kept on. 
It was not easy. At the end of a term and a half I was still 
Twra de combat for half the lecture, although I had by then learnt 
the trick of getting in the first two rows with the third year elite 
and I could thus usually hear what he was saying. But in the 
Easter Vacation I borrowed Benham’s notes, collated them with 
my own, copied out the passages from the classics I had missed 
and wrote the whole thing out up to date in longhand. Then 
daylight began to appear. By the third year those of us who had 
survived had the hang of it completely. We hung on every word, 
and woe betide the beginner or the outsider who said a word 
against him. We hnew ! 

Cannan’s lectures in those days were spread over two years. 
One year he dealt with Production, the next with Distribution. 
The Distribution lectures, in fact, assumed a considerable know- 
ledge of the theory of production, and those who came in half- 
way through like myself found some difficulty in catching up. 
But he had strong views concerning the utility of the arrangement. 
It kept him fresh, since he didn’t do the same thing every year. 
As for the students, if they had anything in them they soon 
picked it up. This sturdy assumption that he was catering for 
first-class students only was very characteristic of the tone of the 
lectures. Cannan never recommended any books. But he 
eapected that we should read all that mattered. Turn a good 
man loose in a well-stocked library and he’ll find his way about 
quioMy enough, was his motto. Certainly it made us work. By 
the end of the second year most of us, specialists or non-specialists, 
had read, or at least sampled. Smith, Ricardo, Senior, Jevons, 
Marshall and Bohm Bawerk, which I fancy is a good deal more 
than is read by the present generation of students. There was 
nothing he despised more than spoon-feeding, and one of his most 
devastating reviews was of an American compilation of selected 
passages from the best authors. 
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But it was not only tlirougli his lectures that Cannan exerted 
his tremendous influence. Once a week he held classes, nominally 
for specialist students, but in fact open to all who cared to come. 
(It is an interesting fact that most of his students who have 
subsequently attained distinction as professional economists did 
not start as economic specialists but rather gravitated towards 
economics in spite of their specialist preoccupations vith other 
options, fascinated not only by the technique, but by the outlook 
of the man who taught it.) There was nothing very novel about 
the technical procediire of the classes. Cannan w'ould give out 
subjects for papers, and at the appointed dates the papers would 
be read out aloud and criticised. But the mode in which thev were 
conducted was like nothing ever seen before or since. Cannan 
would usually sit sideways on an armchair, his legs over one arm 
and his head cocked up backwards so that his beard often seemed 
pointing to the ceiling. He very seldom made any formal intro- 
duction to the paper and his comments were often lestrioted to 
questions : “ Why did you say that, IVIr. So-and-so ? ” or to the 
negative, “ I doubt whether there’s much in that,” often pre- 
ceded by a sort of humming noise which seemed to come from 
the top of his impressive head. If he did say more, it was usually 
to relate some homely story, illustrative of some point raised 
either in the paper or in the subsequent discussion. But the 
effect was out of all proportion to the words used. Nobody ever 
heard Cannan angry. He was, in fact, the sweetest and gentlest 
of men. But we approached the classes in sheer terror lest we 
should let the standard down and incur one of those devastating 
glum silences. I have never -witnessed any process of debunking 
which had a fraction of the efficiency of those classes. A foreign 
student who had been long enough at the School to know better 
once read a paper on some aspect of industrial fluctuations. It 
commenced -with an interminably verbose methodological intro- 
duction on the subjectivity of time, -with a lot of very irrelevant 
and pretentious stuff about relativity. Those of us who knew our 
Cannan hugged ourselves with anticipation. At last there -was a 
premonitory hum from the chair. The beard tilted if anything 
even more upwards. “ Book here, Mr. — all this may be true 
enough, but that piece of machinery on the wall,” pointing to the 
clock, “ keeps on going round. If you don’t pay attention to it, 
we shall never get to the subject.” 

Time goes on and much progress has been made in different 
departments of our Science since those days. Some of the things 
which Cannan taught us have been refurbished in new terms. 
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Others, I think, though much remains, have perhaps even been 
shown to have been wrong. I have often asked myself — ^What was 
it which Carman gave us which makes all of those who came in 
contact with him regard his teaching as perhaps the most import- 
ant influence in their lives ? 

I do not think it was the critical spirit. There is no doubt 
that Carman had the critical spirit in a very high degree and 
communicated his own detachment and lack of respect for 
authority as such to most of his pupils. But it would be a great 
mistake to regard this as his most important attribute. Indeed, 
I am sure this side of his influence may be exaggerated. It is 
quite true that his lectures were sprinkled with apparently irrever- 
ent references to authority. The mistakes of the great, from 
Ricardo to “ Old Marshall,” were certainly not lovingly covered 
over,^ and it is possible that to outsiders this may have given the 
impression of a spirit which was mainly critical. But it was not 
so. It was a case of “ whom he loveth he chasteneth.” The 
Princijples of “ Old Marshall ” stood ranged on his shelves from 
the first to the eighth edition — I think there was a gap round 
about the fifth or sixth — well thumbed and collated ; and although 
Cannan never tired of assailing what he thought was uncritical 
acceptance of Marshallian doctrines, yet woe betide the student 
who did not take pains to make himself acquainted with the work 
of the Master. It is no accident that to-day at the School of 
Economics, Marshall is read and taught as nowhere else but at 
Cambridge. Nor was it different with the others. In 
published work he was always particularly hard on Ricardo, to 
whose work I am bound to say in some places I think he some- 
times did less than justice. But I well remember the reply when 
one day I asked him whether a fascination with Ricardo and the 
Ricardian literature was not really an acid test of whether an 
economist had the root of the matter in him. “ Hum ! You 
do get a sort of affection for him in spite of all his muddles.” 

Nor do I think the debt consisted chiefly in the actual things 
he taught us. There can be no doubt that the sixty -lecture 
course with its broad conspectus of the best of economic thought 
up to Marshall with Cannan’s own positive and critical comments, 
was a magnificent training in general economics, catholic and 
precise, at once a safeguard against immersion in the doctrines 
of any particular School and neglect of doctrines which already 
had been discovered. And no one who sat under Oannan could 
fail to feel that Economics, however abstract and general its 

1 There was always mu.oh more tolerance for Adam Smith. 
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initial propositions, \ras a science ■vrith. the most intimate bearing 
on the great problems of human welfare. He criticised in detail 
the work of the classical economists, but something of the broad 
sweep of their system informed his own view of the economic 
process as a whole. 

But it was not the positive content of what he taught which 
gave his teaching what one feels is its lasting value, so much as the 
attitude from which it sprang. Cannan was a great systematiser 
of knowledge. But he was not a system maker. What he com- 
municated was not so much a body of doctrine as a technique of 
approach — a sense of proportion — an obligation to attempt to 
get things in their proper perspective. I am far from suggesting 
that those of us who sat under him have all profited from this as 
we should. But I do not think that it can be possible for any of 
Carman’s pupils ever to become completely immersed in any 
particular investigation without at some time hearing at the back 
of his head the friendly “ But what does it all mean if you look at 
it broadly 1 ” It was this attitude, I think, which explains his 
attitude to modern analytical economics. It has been said 
recently that he had no sympathy with these developments. 
This, I think, is much too strong. Cannan had no objection to 
analysis in the hands of people whom he thought to have a 
proper sense of perspective, though he may sometimes have 
thought that they spent too much time on it. But he did insist 
that when the mathematics were all over the question should 
be asked, “ What does it mean in economic terms ? How im- 
portant is this in helping to understand reality ? ” Bor the same 
reason, he was impatient with what he regarded as over-preoccu- 
pation with exceedingly short-run effects. What he wanted to 
know was the secular influence, the long-period trend of the big 
causes. This is no doubt an unpopular attitude in our hectic 
and precipitate age. But who can doubt that, if the w^orld is to 
live, it must once more come into its own 1 

There is another aspect of Carman’s influence which ought 
not to pass without notice — ^his internationalism. He says 
somewhere that he had tried to be a good mundane economist, 
and everything he did justified this claim. In many respects 
Cannan was a very t 3 rpical Englishman. He enjoyed travel, but 
all his love and interest were reserved for his own countryside. 
Certainly he shared to the full the Englishman’s almost naive 
capacity for seeing the comic side of foreign habits. But he had 
no use for the business of frontiers and he regarded civ^ation 
as one. So great indeed was his contempt for the belief that 
No. 178. — ^voii. xnv. ^ ^ 
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there was any difference between trade within and trade across 
frontier that he always steadfastly refused to lecture on inter- 
national trade and rather ostentatiously chose his examples of 
inter-regional exchange from counties rather than countries.^ 
It was one of his boasts that throughout the War he kept the 
portrait of Karl Menger hanging on the wall of his room at 
the School ; and when the W^ar was over he refused to write at 
any length on the transfer problem, fearing that the exposure 
of the economic fallacies, which were often involved in the argu- 
ments against even a moderate reparations settlement, might 
seem to give approval to the draconian clauses of what he re- 
garded as an unjust peace. I often think, when I am told of 
American or Continental accounts of totally mythological feuds 
between London and other English universities, that our differ- 
ence from other seats of learning can be greatly overstressed. 
But if there is a difference between a Caxman man and others, 
it is, I think, that he will perhaps feel a greater instinctive disgust 
than most at discussions in terms of the desirability of this or that 
limited advantage for this or that national area — a greater sense 
of betrayal at the spectacle of economic analysis in the service of 
economic nationalism. It can be urged (I think rightly, although 
Caiman would have disagreed) that this attitude springs, not 
from Economics as such, but from Social Philosophy. But I do 
not think it is a reproach to Cannan that besides being a great 
teacher of Economics in the narrow sense, he was also a social 
philosopher of the lineage of David Hume, Adam Smith and 
Bentham. And I do not think that many who worked with him 
will be discontented in that faith to live and to die. 

Lionel Bobbins 


Sir Henry Cunynghame 

The death of Sir Henry Cunynghame on May 3rd, 1935, in 
his eighty -seventh year, takes from us the first in the long succes- 
sion of Alfred Marshall’s favourite pupils, one of outstanding 
gifts and of considerable accomplishment in the early days of what 
he called “ geometrical economics.” 

Cunynghame, who came of military and legal stock, the son 
of a general and grandson of a Eield-Marshal (Viscount Hardinge), 
descended on the one side from Lord Chancellor Thurlow and on the 

^ He once said to me ; “ C. K. Hobson’s book on the Export of Capital is 
one of the best t hin gs ever done at the School. Hut I wish he’d never written 
it. Ever since it appeared people have been worrying themselves to count up 
things which went on quite all right when they were left alone.” 
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otlier side from Lord CliaiiceUor Camden, wavered at first between 
the two hereditary influences, and joined the Royal Engineers 
before he decided to come to Cambridge with a view to the Bar. 
In 1870 he entered St. John’s College and, reading for the Moral 
Sciences Tripos, came immediately under the influence of Alfred 
Marshall, who had been lately appointed to a lecturership in 
Moral Science in the College, and of H. S. Eoxwell of the same 
College, who was Senior Moralist in that year. Cunynghame 
was second Moralist in 1873,^ the year after Cunningham and 
Maitland were bracketed senior, the year before James Ward 
was senior and two years before my father, J. N. Keynes. He 
was probably the first to whom Marshall’s drafts on the Pure 
Theory of Foreign Trade and Domestic Values were communicated.^ 
When in 1904 Cunynghame was writing his book on curves, 
Marshall wrote to him to re mi nd him of the history of the old 
Foreign Trade curves on which he had been brought up. ** This 
is long,” Marshall’s letter concluded, “but I do not apologise. 
For it takes us back to those queer rooms with the little windows 
close to the floor, from which I used to look out on noble elms, 
and in which I used to see some faces that I still love very much : 
and to one of these this is sent by a worn-out old pedagogue 
Alfred Marshall.” ® 

The impression produced on Cunynghame and the stimulus to 
his thought were enduring ; — nearly twenty years later he was 
the author of the first article on mathematical economics to be 
published in the newly founded Economio Jottbital (1892), 
and thirty years later (1904) he published his Geometrical Political 
Economy. Mrs. Marshall writes to me thus, recalling those days : — 

Henry Cunynghame was a favoxirite pupil of Alfred’s in the 
early seventies. The first time I heard of him was when Alfred 
told us in lecture that, to his surprise, Cunynghame was not Senior 
Moralist, but only second. Later on the then Master of St. John’s 
told me how he often saw Alfred and Cunynghame sitting side by 
side on the steps of the New Buildings cloisters absorbed in economic 
discussion. After his degree he often came to visit us, and he always 
seemed to be boiling over with enthusiasm about Economics or any 

1 A. T. Lyttelton, afterwards Bishop of Southampton and Master of Selwyn, 
being Senior. 

® Cunynghame records in his Oeometrical Political Economy, p. 9, that “ in 
1870 Professor Marshall had shown to his students the demand and supply curves 
in a form very similar to those set out by Pleeming Jenkin,” i.e. nine years before 
the Pure Theory was privately printed. Jenkin’s papers were in 1870 and 1871, 
whilst Walras’s first published work was in 1874. 

• JM^emoriails of A.lfred JMLarshaTL, p. 45, where three letters from Marshall to 
Cunynghame are printed. 
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otlier subject in which he happened to be interested, and his flow of 
ta.lk was astonishing. I can perfectly recall him — rather broad and 
stout with a big and bullet-shaped head and a smiling rosy face 
beaming with good humour. He was thoroughly unconventional. 
I remember wal kin g along the Backs with him one Stinday when he 
wore his top hat on the back of his head and smoked a pipe, a pro- 
ceeding which in the eighties was hardly considered proper in 
Cambridge. During the seventies he invented a machine for Alfred 
which enabled him to draw a series of rectangular hyperbolas which 
he made great use of in his chapter on monopolies. 

The machine, which Mrs. Marshall mentions, for drawing 
rectangular hyperbolas on the black-board, was famous there- 
after to forty generations of undergraduates attending Marshall’s 
lectures. It was communicated to the Cambridge Philosophical 
Society along with Marshall’s first original contribution to 
economics (and his second appearance in print) — Graphic repre- 
sentation by aid of a series of Hyperbolas of some Economic 
Problems having reference to Monopolies,” Proceedings of the 
Cambridge Philosophical Society, Oct. 1873.^ 

After leaving Cambridge, Cunynghame’s avocations were 
incredibly various. Having written a successful treatise on Patent 
Daw, he slowly found his way from the Bar into the Civil Service, 
vid a remarkable succession of secretaryships of Committees and 
Boyal Commissions. One of his outstanding achievements was 
the foundation of the London Polytechnics as a result of his 
appointment in 1884 as Assistant Commissioner to distribute 
the funds of the City parochial charities. Another was his 
chairmanship of the Boyal Commission on Coal Mines (1906), 
which resulted in the Coal Mines Act of 1911. The Times relates 
that : — 

The Coinmission was impressed with the ability, if it was some- 
times bewildered by the vagaries, of its chairman, who toured Great 
Britain from end to end and went up and down every kind of mine, 
in every kind of queer clothes, testing for himself the varied condi- 
tions under which the miner works. 

He was a Special Co mm issioner to inquire into the affairs of 
British Guiana in 1880, secretary to the Parnell Commission in 

^ Cf. Marshall’s JPrvnoiples, Preface to 1st edition, p. sd, footnote ; ** Mr. 

Henry Cunynghame, who was attending my lectures in 1873, seeing me annoyed 
by being unable to draw a series of rectangular hyperbolas, invented a beautiful 
and original machine for the purpose. It was shown at the Cambridge Philoso- 
phical Society in 1873 ; and, to e^^lain its use, I read a paper, in which I described 
the theories of Multiple Positions of Equilibrium and of Monopoly Values very 
nearly as they are given b^ow ” (Hooh V, chs. v and viii). 
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1888, secretary to the Behring Sea Arbitration in 1892, secretary 
to Lord Bower’s Committee on the Beatherstone Biots in 1894, 
British representative on various foreign co mmi ssions in France 
and Oermany, and a member of the Boyal Commission on Acci- 
dents to Railway Servants (1899), of the Royal Commission on 
Food Supply in times of War (1903), and of numerous other 
Co mmis sions. In 1894 IVIr. Asquith appointed him Legal As- 
sistant Under-Secretary at the Home Office, a post which he held 
for twenty years. The writer of The Times obituary has summed 
up his occupancy of this office as follows : — 

It may be doubted whether any important official position has 
ever been held by an odder or, in some ways, a more remarkable 
personality than Cunynghame. Of his cleverness there never could 
be any doubt, though the routine of a public department was hardly 
the best field for its display. There appeared to be no subject of 
which he had not at least a working knowledge, and certainly none 
of which he was not prepared to talk at large. He was a practical 
electrician, and at one time had been vice-president of the Institution 
of Electrical Engineers ; in his house were installed a laboratory and 
workshop ; and official interviews would be enlivened with dis- 
quisitions upon Hegelian philosophy and analogies drawn from the 
novels of Balzac (the plots of which he seemed to know by heart), 
the medieval Schoolmen, or indeed any other branch of literature or 
learning upon which his nimble intelligence had recently been 
engaged. The story goes that when phossy-Jaw,” contracted in 
the manufacture of matches, was engaging the attention of the Home 
Office, Cunynghame announced that he had himself discovered and 
manufactured a non-phosphorio safety match. A meeting in the 
Home Secretary’s room was accordingly arranged for the testing of 
this invention, but the future prospects of the Cunynghame match 
went up in the smoke of the explosion that ensued. On another 
occasion, when the prevention of miners’ phthisis was the subject 
of inquiry by the Royal Commission on Mines, he astonished his 
colleagues by the production of a model man on a large scale which 
he had made in his own workshop, showing the working of the throat 
and lungs and how dust was absorbed into the system. These 
incidents are typical of this unconventional public servant, who, with 
his wide learning and practical knowledge of many departments of 
life, might, if he had concentrated more, have been one of the great 
departmental heads of his generation- As it was, his official career 
was less successful than that of many of his intellectual inferiors, 
and to hia disappointment he was not made head of the Home Office 
when Sir Mackenzie Chalmers retired in 1908. 

However this may be, such men as Cunynghame are the honour 
and glory of the British Civil Service. 
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It remains to add that, amongst his hobbies, he was a 
draughtsman, an enameUer, an authority on clocks, and an 
Hegelian, being the author of Art-Enamelling upon Metals, 
European Enamels, Etching by Electricity, Time and Clocks. 
Short Talks on Philosophy and a book on electric lighting. 

TTia contributions to economics of which I have found record 
are the following : — 

(1) “A Machine for constructing a series of Rectangular 
Hyperbolas with the same Asymptotes,” ^ Proceedings of Cam- 
bridge Philosophical Society, Oct. 1873. 

(2) Ten lectures at Toynbee Hall under the auspices of the 
London Society for the Extension of University Teaching on 
“ The Political, Social and Industrial Condition in England,” 
probably about 1883, of which there is a printed analysis, re- 
printed from The Charity Organisation Reporter, in a volume of 
pamphlets in the Marshall Library. 

(3) “ Some Improvements in Simple Geometrical Methods of 
Treating Exchange Value, Monopoly and Rent,” Economic 
JOTTBNAX. (1892), Vol. II, p. 35. 

(4) “ The Efiect of Export and Import Unties on Price and 
Production Examined by the Graphic Method,” Economic 
JOXTBNAIi (1903), Vol. XIII, p. 313. 

(5) A Geometrical Political Economy, Being an Elementary 
Treatise on the Method of explaining some of the Theories of Pure 
Economic Science by means of Diagrams, pp. 128, Oxford at the 
Clarendon Press, 1904. 

(6) Presidential Address to the Economic Science and Statis- 
tical Section of the British Association, 1912, Statistical Journal 
(1912-13), Vol. LXXVI, p. 88. 

An excellent course could be delivered to-day from the notes 
of the Toynbee Lectures of 1883, written by an economist who, 
as all economists should be, was also a moral scientist. Two 
prescient passages may be quoted : — 

Some persons seem fondly to imagine that by keeping a people 
ignorant they can avoid revolutions. The very reverse is really 
the case. . . . The lesson that the property and lives of the rich 
are at the disposal of the poor is one that requires no knowledge 
of letters to learn. In fact, the most ignorant populace acquires 
it the most easily ; and the barbarity shown by the Russian peasant 
in removing the hated Jews from Russia augurs ill for the posses- 
sors of large estates and distant castles when the Russian peasant 
shall acquire his first notions of the “ rights of man.” 

Only the title is printed. 


1 
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Again : — 

At present the socialism preached in England is very sorry 
stuff, resting, as I think, on prejudices and fallacies; but I will 
venture to predict that much more "will yet be heard upon this 
subject in the years to come. 

Meantime, until these and other theories can be placed on a 
firmer footing, I would recommend their being treated as men of 
science treat hypotheses — ^to be received with doubt, and not 
acted upon. 

The task for us £!nglishmen of to-day is to do the work that 
lies to our hand ; to educate the rising generation ; to root out 
jobbery; to support justice with all our strength, and endeavour, 
in the wisest way we can, to relieve distress and improve the social 
and moral condition of our country. For clearer theoretical views 
on social subjects, I think it is safer to wait, nor mistake our 
farthing rushUght of opinion for the dawn of day. 

The most important and original of his writings is the article 
published in the Economio JouB^ifAL in 1892, which should be of 
great interest to the historian of the development of graphical 
methods. The article is packed with matter. I select the following 
points for illustration : — 

(1) Cunynghame begins by emphasising his preference for 
graphical over algebraic methods, on the ground that in economics 
we are not, as a rule, dealing with functional relationships, 
strictly speaking, in the sense that, if f(x) = «/ is the Supply 
Function, there exists a function / which enables us to predict the 
shape of the curve throughout its length, but with a de facto 
statistical relationship. He argues that, if we use a graph, we 
are not so likely to overlook this fact as if w'e write down a bogus 
analytical function /. There is obviously great force in this, and 
it is worth calling to the attention of contemporary writers. 

(2) He tries to grapple with the fact that the Demand Curve 
is not, in general, independent of the Supply Curve, by means of 
a device which he calls “ successive utility curves,” corresponding 
to different states of supply. This is an ingenious pioneer attempt 
at dealing with the essentially three-dimensional character of 
the phenomenon. 

(3) Similarly he introduces the notion of “ successive supply 
curves ” to allow both for the fact of increasing cost in the short 
period and for the fact of decreasing cost in the long period. His 
treatment is partly confused, and not entirely satisfactory, but it 
is notable as an early attempt to explain the possibility of pro- 
ducer’s surplus in what is commonly regarded as an industry 
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subject to increasing return. It is the earliest attempt to deal 
rigorously ^-ith the paradoxes of increasing return. 

There is much else in the article which, like everything he wrote, 
is beautifully lucid and sometimes brilliant. The following passage 
may be quoted as an example of the play and fancy of his mind : — 

The accumulation of capital always ultimately adjusts itself to 
existing circumstances so long as it is permitted and the laws 
continue certain. The only way successfully to attack the accumula- 
tion of capital without resorting to communism, is either periodi- 
cally to confiscate and redivide it at death or otherwise, or else at 
uncertain and tinexpected times to confiscate the whole or a portion 
of it by law. The former of these methods is in use in France, the 
latter has been done with some effect by means of so-called witchcraft 
trials by the Zulus. For their theory is that no one who has ab- 
normal wealth can have acquired it fairly. He is therefore executed, 
and his property transferred to the Crown. The success of such 
attempts, however, whether made by public democratic bodies, or by 
autocratic governments, depends upon inducing persons to sink 
their capital in fancied security, and then suddenly to seize it, using 
at one time the support of manufacturers against the landowners, 
and at another unitmg the landed interest in an attack on capital 
sunk in industrial undertakings. This method if systematically 
pursued would probably ultimately place capital in the hands of 
financial syndicates, who, by the rapidity of their movements, would 
defeat and confound the slow operation of statutes and would render 
needful an occasional measure of wholesale confiscation, and perhaps 
of expulsion, as in the case of the Jews in Russia. 

It is interesting to record that this article was visited wath 
severe displeasure on the part of Marshall, as appears in an un- 
published correspondence between Marshall and Edgeworth 
(March 26 and 28, 1892). The “ successive utility curves ” 
Marshall was prepared partially to accept and writes : — 

I should call them “temporary” demand curves, the term 
“ temporary ” being carefiilly distinguished from “ short-period,” 
a technical term used for a special purpose which is qiiite distinct 
from that which Cunynghame has in view. It is a free country. 
I deliberately decided that temporary demand cmves (as contrasted 
with normal demand curves whose shape could be shifted if need 
be) would not be of any practical use, and that they would encumber 
the reader and divert his attention from more important things. 
I have discussed the notions which they represent. 

(Here follow a number of references to the Principles.) 

But the “ successive cost curves ” Marshall would not have at 
any price, — 
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I do not know what they are. I know others thought highly of 
them, and put in a note acknowledging them as fully as I could 
without committing myselftosaj’ing I understood them. . . . "When 
I read his article I knew I did not understand them, and thought he 
did not. I then wrote to him, and I have now no doubt in m 3 ' own 
mind that he does not. He is quick, but impetuous, and all 
through his life has constantly supposed himself to know what he 
means when he does not. You are graver in character, and write 
with more responsibility. I think therefore I aun justified in asking 
you, before you lend your great authority- in support of what I think 
a half-thought-out notion, to answer this simple question. Let 
y —fijx) he the equation to one of Cun 3 nghame’s successive cost 
curves : what does the y mean, and what does the a: mean ? . . . 
I ask Cun 3 nghame whether “ Successive ” means “ short period ” 
and he said, no ! He says also that “ Successive Cost ” does not 
mean the same as my “ particular expenses ” (p. 4S3). Hut I fanc 3 - 
it must be akin to that, more or less. 

He-reading the article to-day, one feels that Cun\'nghame 
might have found it easier to make himself clear to Marshall 
if Marshall had explained in more explicit terms exactly what 
he meant by his “ normal ” supply curve. Essentially Cunyng- 
hame was trying to construct more generalised demand and supply 
curves which did not involve such limiting (and generally tacit) 
assumptions as those required by the curves in ordinary use. 

The second of the JouBisrAij articles (1903) is also worthy of 
reference. Here again his object is to escape from excessive 
simplification into a more generalised, and at the same time more 
realistic, handling. He propounds his back-to-back curves, 
as a means of escaping from the assumption of constant returns 
in the barter theory of foreign trade, and of providing for the fact 
that the costs of production in each coimtry -will depend on the 
revised scale of output brought about by import and export. 

Cunynghame’s Geometrical Political Economy does not add 
much original matter to these two articles. But it is an excellent 
little book.’^ I remember the delight wdth which I read it, the year 
after it was published, when I was just turning over to Economics 
from the Mathematical Tripos. In the minds of Marshall and 
Edgeworth it re-awoke the controversy of twelve years pre- 
viously. Marshall’s copy (now in the Marshall Library) is heavily 
annotated. With reference to the “ successive curves ” he notes : 
“ Multiple curves may have their uses. But as I never use curves 

The Supply Curve for a Coal Mine (p. 70) for " a recently opened snine in 
Yorkshire,” computed for the author by the manager, was doubtless a bye- 
product of his practical interest in this industry, though the Itoyal Co mm ission 
came later. 
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for the costs of particular units, but only for (long or short period) 
normal demand and supply, he merely confuses students by 
implying that his reasonings have any connection with my 
curves.” The book w*as elaborately reviewed by Edgeworth in 
the Ecoxomc Joije.is’ax. (1905), Vol. XV, p. 62.^ Edgeworth 
walks delicately in his superbest style, not altogether unsym- 
pathetic to Cimynghame, but (remembering the correspondence 
of 1892) carefully keeping out of any possible trouble with 
Marshall. Economists are a ticklish race, and, perhaps, there is 
something agreeable in recalling that this is nothing new. 

J. M. Kbitnes. 


CiJRREiTT Topics 

We record wdth deep regret the death of our President, 
Edwin Cannan. Notices of his life and influence are printed 
above over the names of Professor Bowley and Professor Bobbins. 
It remains to testify here to the great debt which the Society 
owes to him, particularly for his services during the three years 
of his presidency. His addresses delivered at the annual meetings 
and reprinted in the JoTTEtHAX. will be fresh in the memory of 
members. His wisdom has been at hand to assist the Council, 
and more especially the executive officers, and has been of very 
great advantage to the Society. 


The annual meeting for the current year was held on Thursday, 
May 23rd, when Professor W. B. Scott was elected President in 
succession to Edwin Cannan. Professor Gr. C. Allen and Pro- 
fessor Arnold Plant were also elected as new members of the 
Council. Before the formal proceedings, the President-Elect 
delivered an address on “ The Discovery of the Manuscript of an 
early draft of part of The Wealth of Nations” This address will 
be printed in the Joxjhhal for September. 

The Secretary’s report showed that, including receipts from 
compoxmders, there was a surplus of income over expenditure for 
the year amounting to £339. The number of Fellows and library 
members at December 31st amounted to 4,433, of whom 984 were 
compounders, as compared with 4,414 and 938 respectively at 
the end of the previous year. The number both of members 
and of compounders is now more than six times as great as before 
the War. The total circulation of the Economic JotjhnaXi is 
about 6,600. 


1 Reprinted in Edgeworth’s Pa^ere, Vol. Ill, p. 136 . 
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Together with the notice of the Annual Meeting a circular 
has been forwarded to all members of the Society calling attention 
to additions to the list of publications which are available to 
members on special terms. Particular attention is called to 
the Bibliography of JEconomics, 1755—1773, prepared under the 
auspices of the British Academy by ilr. Henry Higgs, to the 
cost of which the Royal Economic Society has made a sub- 
stantial contribution, and to Professor Heckscher’s important 
work on Mercantilism. It is much to be hoped that both these 
volumes will be liberally supported by our members, being both 
of them large undertakings which must otherwise involve financial 
loss. Both volumes are indispensable to a well-equipped 
library of economics. 


The 3rd General Assembly of the International Union for 
the Scientific Investigation of Population Problems will take place 
in Berlin on Monday, August 26th, 1935, in the rooms of the 
University. In connection with this Assembly, the German 
Committee, together with the “ Deutsche Statistische Gesell- 
schaft,” the “ Deutsche Gesellschaft fiir Rassenhygiene,” and the 
“ Deutsche Gesellschaft ftir ofientliche Hygiene,” has arranged 
an International Congress for the Scientific Investigation of 
Population Problems, to take place in Berlin from August 26th 
to September 1st, 1935. Dr. Frick, Minister of the Interior 
for the Reich and Prussia, has been chosen as honorary president 
of the Congress. The acting chairman of the Congress will be 
the president of the German Committee of the International 
Union, Professor Dr. Eugen Fischer, director of the BZaiser- 
Wilhelm-Institute for Anthropology, Study of Human Heredity, 
and Eugenics, at present Rector of the University of Berlin. 

It is stated that the Congress will be of a purely scientific 
character, political and religious propaganda, even if connected 
with the problems of population, being ruled out. The Congress 
will have the following sections ; 

1. Population statistics. 

2. Biology and race hygiene. 

3. Social, economical and psychological problems of population . 

4. Medicine and hygiene. 

Further information can be obtained from the office of the 
Congress, Einemstrasse 11, Berlin, W. 62. 
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The following have compounded for life membership of the 


Royal Economic Society : — 

Dunton, F. D. 

Groes, Ebbe 
Haberler, Dr. G. 

Hitch, C. J. 

Jardine, E. J. 

Jolly, J- H. 

3kKnts, Prof. E. W. 


Napier, G. H. C. 

Nathan, Major H. L., M.P. 
NichoUs, V. M. 

Pahwa, S. S. 

Plumptre, A. P. W. 

Rogers, E. 

Van Deurs, G. H. 


The following have been admitted to membership of the 


Society : — 

Apletree, R. A. 
Ardery, J. B. 
Artorme, Andre. 
Banting, H. C. 
Barreiro, Luis. 
Bartesaghi, Dr. A. 
Batten, H. A. 

Best, P. A. 
Bhumgara, M. S. 
Black, H. EL. 
Bourton, P. E. 
Brown, J. 

Buch, C. A. 

Butler, L. G. 
Cairns, J. R. 
Chance, C. P. 
Chanc^or, Prof. 

W- E. 

Chee, C. K. 

Chester, D. N. 
Compton, H. 
Crusha, E. H. 
Cunningham, P. 
Curtis, H. A. 
Damelin, B. 

Dand, T. R. 
Deutsch, J. J. 
Doblin, E. 

Easter, J. Blair. 
Eisler, Dr. R. I. 
El-Hussayni, M. Y. 


Galyer, R. F. 
Garland, G. L. 
Ghosh, B. B., Ph.D. 
Gibson, W. J. 
GUpin, E. 
Goldenberg, PC. C. 
Glik, Dr. Jona. 
Grifiath, N. M. 
Harman, R. C. 

Holt, W. B. 

Horlick, Miss A. M. 
Howes, H. 
Hutchins, J. B. 
Johnson, C. H. 
Jones, Arnold. 
Katiha, N. K. 
Kellock, Prof. J. 
KeUy, J. R. 
Kewalramani, P. L. 
Knight, J. S. 

Lake, Prof. W. S. 
Last, P. W. J. 
Mayer, L. K. 

Mehta, S. D. 
Menzies-ELitchin, 

A. W. 

Narasimham, B. T. 
Nurmahomed, R. H. 
Ooteghem, A. Van. 
Parekh, M. R. 
Philip, Rev. J. G. 


Ramakrishnarao, V. 
Ransom, C. P. G. 
Rowney, R. L. 
Reed, C. W. G. 
Sapra, D. M. 

Saul, P. 

Sawrwaf, H. A. 
Senior, G. 

Sethi, A. R. 

Sethi, P. R. 

Sheth, B. G. 
Simpson, J. E. 
Smithson, T. W. 
Stacey, R. 

Stein, S. 

Syrett, W. W. 
Thomas, W. S. 
Trasy, G. S. 

Uren, E. C. 
Vallarino, J. C. 
Walkden, J. W. 
Walkley, G. S. 
WaUace, T. J. 
Wheeler, G. A. 
Whyler, W. A. 
Whyte, A. P. 
Williams, J. A. 
Wilson, G. 

Wong, W. S 
Wren, A. C. 
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The folio-wing have been admitted to Library membership of 
the Society : — 

Akademijos Biblioteka, Lotnuva, Lithuania. 

Commissioner of ^ligration and Statistics, Jerusalem. 
Provincial Library of Chekiang, Hangchow. 

Statistical Institute for Economic Research at the State 
University, Sofia. 

Unione Eascista degli Industrial! della Provincia di IVIilano. 
University of Manitoba. 

Universita di Perugia. 


The Council of the Royal Statistical Society offer the Frances 
Wood Memorial Prize, value £30, for competition in 1935. The 
Prize is offered for the best investigation, on statistical lines, of 
any problem afiecting the economic or social conditions of the 
people. Competitors -will choose their own subjects, but it is 
believed that original observation or analysis made in the course 
of the -writer’s ordinaiy work or special research will afford useful 
material for papers, and some suggestions are contained in a 
leaflet which is available. Theses submitted or intended to be 
submitted^ as university exercises, and also published papers, 
are admissible. Essays (which must be either printed or typed, 
and accompanied by copies of all statistical tabulations) must be 
sent to the Honorary Secretaries of the Royal Statistical Society, 
9, Adelphi Terrace, W.0.2, not later than October 31st, 1935. 


Applications for the J evons studentship in the Victoria 
University of Manchester, which should be sent to the Registrar 
not later than June 15th, are now i nv ited for the year 1935. 
The value of the studentship will be £120 a year, and the holder 
will be expected to devote his time to the investigation of some 
economic problem connected -wdth the industries of Lancashire. 
He will also be expected to enter into residence on the first day 
of the Michaelmas Term succeeding the award. Further par- 
ticulars can be obtained on application to theRegistrar, Manchester 
University. 


The library of Professor Edgar Salin of Basle, comprising 
3,600 books and 2,000 pamphlets on economics and allied topics, 
has been presented to New York University by Mr. Felix M. 
Warb-urg. 



RECEXT PERIOEICAES AND NEW BOOKS 

Journal of the Royal Statistical Society. 

Paet I, 1933. University Education : Its Recent History anJ, Function. 
Paor. GaEEsrwooiD. The Neva Roard of Trade 'Wholesale Prices 
Indeac-NurrAer. H. W. M. 

Economica. 

Feerttasy, 1935. A. Suggestion for Simplifying^ the Theory^ of JMLoney. 
J. R. Hicbe. Some Nineteenth-Century Irish Economists. J. G. 
Rivrm T- Uarhet Imperfection and Excess Capacity. N. 1C aedoe. 
Japan’s Balance of Trade. R. S. Sa.yers. The British Exchange 
Equalisation Fund. F. W. Pajesh. 

Review of Economic Studies. 

PjsasRTJARY, 1935. Federal Reserve Aid for Foreign BanJcs. A. Gole- 
STErN". The Consumption Function. iC. E. BouiiEiNG. The 
“ Chicago Plan ’* of Banking Reform. A. G. BLart azxd C. H. 
"Wax^bjer. Economic Theory and Socialist Economy. M. I>obb and. 
A. P, Lekeer. 

Transactions of the JHanchester Statistical Society. 

Session, 1933—34. “ Haigh CannelJ’ Eael oe Craweoro ante 

SaXiCARRES. The Paradox of Rationalisation. M. J. Bonn. 
Some Economic Developments during the past Hundred Years and 
their Reactions upon the Cotton Trade. "W. Cxare-Lees. 

World Survey. 

Abril, 1935. World Unity and World Problems : a Statement of the 
Scope and Objectives of World Survey. Power — JSIanlcind — 
Economics. D. IC. Bxjnlob. The Future Development of Power 
Producing Industries. A. F. Enstr6m. Machinery and Labour 
Displacement. B. Feroiison. The Management of World Stocks. 
W. J . Stein. World Economic Service : Belgium and the Gold 
Standard ; World Rubber Situation ; World Economic Indices. 
The International Aspect of Public Works. 

The Sociological Review. 

April, 1935. Ability and Opportunity in English Education. 3. L. 
Grey and Pearl Moshtnsky. The Sociology Frontiers. W. J. 
Rose. 

The Eugenics Review. 

Jantfary, 1935. Parentage of Defectives. C. P. Blacker. The 
Problern of Maternal Mortality. G. I*itt-Rivers. Eugenic Legis- 
lation in Denmark. H. O. Wilbensrov. Population Control in 
India. C. Dover, 

April, 1935. Eugenics in the Light of Population Trends. A. M. 
Carr -Sav) jn bers . Fitness for Marriage. C. P. Blacker. 
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International Labour Review. 

JAlNUAry, 1935. T rade Associations and Corporations in Italy after the 
Recent Reforms. A. Anselmi. The Place of the Doctor in Factory 
Inspection. Dr. L. Teleky. 

February, 1935. Is there a Relation beticeen the Fall of the Birth-rate 
and Unemployment? S. Somogyi. Unemployment of Young 
People in Great Britain. D. Christie Tait. Industrial Inspection 
in Austria, 1929—33. Progress of Womeids Employment in U.S.S.R. 
Credit Unions in the Unit^ States. 

ZVIarch, 1935. The Position and Problem of the Farm Worker in 
England and Wales. Prof. A. W. Ashby. The Problem of 
Technological Unemployment in the United States. I. H. FLAarn. 
The Reorganisation of Social Insurance Institutions in the U.S.S.R. 
A. Abramson. 

April, 1935. Unemploy^nent among Women. H. Fuss. Economic 
Recovery and Labour Market Problems in Sweden : I. Bertil 
Qhltn. Productive Occupation for Unemployed Young Workers 
in Poland. S. Rosner. 

The Canadian Journal of Economics and Political Science. 

February, 1935. The Ricardian Theory of Production and Distribution . 
F. H. EInight. What is Left of Adam Smith ? S. IjEACOCK. The 
Report of the Duff Commission. J. L. McDougall. 

The South African Journal of Economics. 

March, 1935. 150 Years of Economic Contact between Black and White 

(Part II). H. M. Robertson. Logical Issuos in the Study of 
Industrial Legislation in the Union. Prof. W. H. Hutt. Credit 
Facilities on the Johannesburg Stock Exchange. M. HE. Eimdon. 
The Economic Status of the Cape Province Farm Native. E. S. 
Hatnes. 

The Economic Record. 

March, 1935. Supplement. Notes on Tariff Theory with special 
Reference to ^le Australian Tariff. B. I>. Copeland. Farm 
Production and the Depression. L. F. Giblin. The Significance 
of Stable Prices in a Progressive Economy. A. G. B. Fisher. 
Currency Devaluation, with special reference to Australia. J. L. K. 
Gifford. 

Quarterly Journal of Economics. 

February, 1935. The Problem of Monetary and Economic Stability. 
Carl Synder. The British Movement for Industrial Reconstruction 
and the Control of Competitive Activity. A. F. Lucas. The Ameri- 
can Labor Movement since the War. B. J. Saposs. Capital Con- 
cept applied to Man. J. R. Walsh. Professor Pigou’s Theory of 
Unemployment. S. E. HEariss. 

The American Economic Review. 

March, 1935. The Union in Industry : Theory of Collective Bargaining. 
Harry A. Mills. Aggregate Sending by Public Works. J. 
Clark. The N .I.B.A. and Stabilisation. O. Mathan. Rate of 
Return to Capital. G. A. TCleene. 
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J^ke A.'merican Economic Review (^Sup^lement) 

3I4JBCH, 1935. Papers and Proceedings of the Forty-seventh Annual 
Meeting of the American Economic Association. Chicago, December 
1934. 

Journal of Political Economy. 

FBBRtrAEY, 1935. Seasonal Cycles in Aggregates of Wheat Futures 
Contracts. H. S. Iu'wisr. Industrial Unionism. D. J. Saposs. 
The Trend of Savings, 1900—29. Clark: Warbtjrton. 

April, 1935. The Monetary Aspects of the Walrasian System. A. W. 
Marget. Unpublished Papers and Letters of Leon Walras. W. 
Japfe. Individual Employer Reserves in Unemploynnent Inswr- 
ance. G. and E. Wheeler. Taxation of Foreign and Domestic 
Goods in China. A. C. Mtjhse. 

Annals of the American Academy of Political and Social Science. 

iVlARCH, 1935. The Shift in Economic Power. R. G. Swing. The New 
Deal and Economic Liberty. A. A. Derle, Jr. The Federal 
Program for Economic Security. C. A. Kxtlp. 

Social Research. 

XovEMBER, 1934. Monetary Expansion and the Structure of Production. 
Hans Neisser. Planning and the Market System. E. Heimann. 
The Effect of Companion on Price Changes in a Dynamic System. 
W. Lederer. 

Review of Economic Statistics. 

Noveseber, 1935. Review of the Third Quarter of 1934. J. B. Heb- 
BARL. Some Facts Bearing on the Silver Programme. W. A. 
Berbilge. Colbert and Governmental Control of Industry in 
Seventeenth-Century France. A. P. Usher. 

Wheat Studies (Stanford, California). 

Janeary, 1935. World Wheat Survey and Outlook, Janxiary 1935. A 
severe decline in Ldverpool f utxzres prices during August— December 
1934 brought prices in January 1935 to a level not much above 
that of a year earlier. The decline -was surprisingly large in view 
of the facts that the Wheat crop of 1934 still appears to be more 
than 300 million bushels smaller than that of 1933, and there is 
prospect of a reduction of surplus world stocks by some 315 
milli on bushels during the present year. The decline is largely a 
reaction from the speculative fltirry of last summer. Stocks by 
next August will probably be at their lowest level since 1928, but 
well above 1923—7. The United States will probably occupy the 
unaccustomed position of a wheat net-importing country during 
1934—5. Canadian stocks are likely to remain farther above the 
pre-depression level than those of any other important area. 

Pebreary, 1935. Starch and Flour Quality. Existing information 
bearing on the influence of starch on baking value has been collected, 
gaps m knowledge pointed out, and some of the problems awaiting 
solution presented. 

Mar ch, 1935. Per Capita Wheat Consumption in Western Europe. 
I. Measurement from 1885—6. This study represents an effort to 
estunate the q[uantities of wheat devoted respectively to food con- 
sumption, feed consumption, and seed use in thirteen W^estem 
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Eiiropean countries, in terms of annual averages applicable to 
successive five-year periods beginning with 1885—6. The evidence 
shows that food consumption of wheat is a very different concept 
from total consumption or utilisation of wheat, ^fon-food uses 
have greatly expanded since 1913 in some but not in all countries. 
The estimates suggest that the long-term tendency is rather to- 
wards a balance between wheat and rye consumption than towards 
the displacement of rye by wheat. 

Econometrica . 

Jandary, 1933. The, Common Sense of Ecoyiometrics. J. Schxjaipetek. 
Utilisation des equations fonction^les et des nombres complexes dans 
les recherches economiques. J. Tinbergen. The Absorption of 
Eanh Credit. J. H. Rogers, 

April, 1933. Annual Survey of Business Cycle Theory : Investment and 
Saving in Business Cycle Theory. A. H. Hansen and H. Tox't. 
Distributions statistiques rattachees d la loi de Gauss et la repartition 
des revenue. G. Darmois. Some Considerations on the Analysis of 
the Brices of Competing or Substitute Commodities. M. Ezekiel. 
On the Demand for Rival Commodities . U. Ricei. 

July, 1933. Annual Survey of Statistical Technique : Developments in 
Sampling Theory. W. A. Shewbart. The Eotions of Horizon 
and Expectancy in Dynamic Economics. J. Tinbergen. A Com- 
parison of Elasticities of Demand obtained by Different JHethods. 
Henry Schxjltz. Can Stock Market Forecasters Forecast ? A. 
Cowles. 

October, 1933. The Debt-Deflation Theory of Great Depressions. 
Irvxng Eisber. The Action of Economic Forces in producing 
Frequency Distribution of Income, Brices, and other Bhenomena : a 
Suggestion for Study. A. L. Rowley. Effects of a Technological 
Improvement on Employment. D. I. Vinogradokf. 

Janijary, 1934, Annual Survey of Significant Developments in General 
Economic Theory. J. Tinbergen. Maximum Production studied 
in a Simplified Economic System. G. C. Evans. Demand Func- 
tions and Utility Functions : a Critical Examination of their 
Meaninq . E. H. Phelps Brown. Theoretical Studies of Demand. 
O. E. Roos. 

April, 1934. Significant Developments in Business Cycle Theory. E. 
Vinci. Demard Studies during Times of Rapid Economic Change. 
E. J. Working. Capital and Industrial Fluctuations. E. v. 
Hayek. Interdependence of Cyclical and Seasonal Variation. J. 
Wisniewski. 

July, 1934. Developpements recents de la technique statistiques. G- 
Rarmois. a Critical Examination of Brofessor Bigods Method of 
deriving Demand Elasticity. R. B. G. Allen. Circulation 
Blanning : Broposal for a National Organisation of a Commodity 
and Service Exchange. Ragnar Prisch. 

October, 1934. Address of the Econometric Society to the University of 
Lausanne. On Equations of Motion of Business Activity. F. 
Greedy. Three Concepts of Wage Quotas and their Statistical 
Determination. O. Barker- Brice Analysis : Selected References 
on the Theoretical Aspects of Supply and Demand Curves and Related 
Subjects. li. O. Beroaw. 

Ko. 178. VOL. XLV. E B 
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Jaxuaby, 193o. Annual Survey of Economic Theory : The Theory of 
Monopoly. J. R. Hicks. Economic Theory of the Shorter Work 
Week. Chaelbs F. Roos. Competition under Secret and Open 
Prices. S. X. Whitkex. Demand Functions with Limited Bud- 
gets. H. HOTBEBiyG. 

A- tott.j 1935. Stable Prices x. Stable Exchanges. C. Reinoli) Noyes. 
The Maximum Value of Urban Land converted to Diverse Uses. 
H. A. Babcock. The Period of Produotion under Continuous 
Input and Point Output in an Unprogressive Community. C. H. P. 
Geffobd. Dynamics of Saving and Investment. E. Theiss. 

Revue d’Economie Politique. 

Jakuaby— Fbbbuaby, 1935. La Reforme iconomique atuc Etats-Unis. 
W. Ott at.tt) - La production et le pouvoir d^ achat dans le cycle 
economique. Reke Coxjbtik. Un cos concret d’economie prd- 
walrasienne : le douar Aghbal. G.-BC. Boitsqtjet. Le r6le 

economique de VEtat et la reforme de la comptabilite puhlique. H. 
Devhjlez. 

Journal des Economistes, 

Jastjaby— Fbbbcaby, 1935. La Banque de France et la situation 
economique et mondiale. E. Payeit. Dettes interalliees et repara- 
tions. M. Cabsow. Les Vues des Presidents des Qrandes Banques 
anglaises. E. P. La Nouvelle Emission de Boris du Tresor. X. 
Le Libre-Echange, Janvier— fevrier 1935. B. D. Xi. e. E. 

AT A TtfTTT— A T »TtTT. ^ 1935. La Crise beige. E. Payee. La Situation de 
V Industrie houiUbre frangaise. E. R. La Suisse h la croisde des 
chemins. E. P. 

Bulletin de VInstitut des Sciences Economiques. 

Febbitaby, 1935. La Belgique en 1934 : Les Finances privees en 
1934. F. Battbhdie. Les Finances publiques en 1934. C. 
Rogbe. Les Transports en 1934. A. Reembe. L’ Agriculture 
Beige en 1934. R. Kiegbt. Le Commerce exterieur de la Belgique 
en 1934. P. vae dee Rest. Les Industries diverses en 1934. 
H. VAE Ceibkiege. 

W eltwirtschaftliches Archiv. 

Maecb:, 1935. Zusammenarbeit zwischen Ost- und Westeuropa auf 
neuer Qrundlage. M. M aeoieesco. The international division 
of labour is really the exploitation of agricultural Eastern Europe 
hy industrial Western Europe. The product of one industrial 
worker exchanged for the product of ten peasants. This system 
is breaking down, and a new one built upon economic equality 
of all peoples must he substituted for it. Western European 
countries must renounce their monopoly profits, lower the prices 
of their products and take an active part in the development of 
Eastern agriculture. The author advises to give preferential 
treatment to Eastern products, and to help Eastern coimtries 
hy sending experts and financing public works, chiefly roads. 
Die neue Aussenhandelspolitik des franzosischen Imperiums. 
B. Isohboldie. Though some progress has been made in building 
up a self-sufficient French Empire there remains the difficulty 
that the colonies expand their output of food-stuff and wine 
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where they compete with French producers while the chief raw 
materials have to be imported from foreign countries. Zur 
Theorie der mengenmdssigen Einfuhrregulierung. K. Haes^eb. 
GoldivaJirung nnd Wirtschaftsordnung. F. LiTTTZ. The smooth 
working of the gold standard presupposes the renunciation of an 
autonomous trade cycle policy of protectionism, adjustable 
prices and a state of confidence. " The gold standard is appropriate 
to a liberal capitalistic economy but not to one which is regulated 
on a national basis. 

Jahrbiicher fur ^^ationaldkmimnie und Statistik. 

Febbitaby, 1935. XJuterneJimergewinn und KapiUilprofit als einTieit- 
liches Einkommen. P. Qua^cte. Profit and interest are both 
derived from the differential advantages of a big capital at the 
disposal of an entrepreneur of great ability as against a “ medium- 
sized ” capital in the hands of a man of “ middle-class ” ability. 
Ernst Abbe und die Gegenwart. T. PCtz. Abbe, who transformed 
the Zeiss works into an institution anm in the interest of the public 
and of the workers, is shown as an anticipator of the economic 
policy based on the social community of interest. Die Entwick- 
lung der deutschen Sozialversicherung seit dem Jahr 1933. BE. 
Monch, 

March, 1935. Das Massengesetz der Versicherung. W. ZMahb. After 
a short description of the function and structxire of the insurance 
business the author show's that the practices followed in calcialat- 
ing actuaried values are in accordance with the law of large 
numbers. Die Grundaufgaben des Staates in der Regelung des 
Arbeitseinsatzes. O. ScBnvTxn-PTJR&K. A complete reversal of 
the State policy with regard to labour is demanded. While 
taking over vocational guidance and the distribution of labour 
between different regions and trades, the state should not concern 
itself with the maintenance of the unemployed (except in extreme 
cases), but leave it either to individual mmis or to special regional 
or professional bodies. Die Grundrente im, Dienste landvdrt- 
schaftlicher Marktregelung. H. Portts. It is proposed that the 
agricultural regulation organisation {Iteichsnahrstand) shoxdd txse 
its buying monopoly to eliminate location rents either by offering 
a price var 3 nng inversely with the transport cost to be incurred 
or by offering a single price while undertaking all transport at 
its awn expense. 

April, 1935. Die monetdren Konfunkturerhlarungen und die Erfah- 
rungen der letzten Krise. Db. J. Dobbetsbebgeb. A criticism 
of monetary theory of the trade cycle, in particular of Fisher’s 
equation and of the Wicksell-Hayek theory of the equilibrium rate 
of interest. It is argued that both credit inflation and discount 
policy are ineffective weapons, because their effects depend upon 
the state of trade. The cause of trade cycle is seen in time-lags 
in the payment for different productive contributions and in the 
expenditure of incomes. Statistik als Mittel zur Ursachener- 
forschung wirtschaftlicher Erscheinun^en, F. EExthle. As long as 
the use of statistical methods is restricted to a comparison of 
fictitious average values it wdll not enlarge our knowledge of 
causal relations ; there is need for a detailed realistic analysis of 
the statistical material. Das deutsche Genossenschaftstoesen in den 

E E 2 
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Jahren 1933-34. F. Helpbststbik. The ajrticle contains a 
detailed statistical account of the development of the German 
co-operative movement during 1933 and 1934. Die Bekampfung 
der £lrise in den Vereinigten Stctaten. W. WaxiTBR. A short 
chronological review of the 2^ew Deal legislation. 

Scfimollers Jdhrbuch. 

Deceubee, 1934. Der Nationalsozialism/ns und die Wissenschaft der 
Wirtschaftslehre. H. Fbai^b;- A lecture given by the Gterman 
Commissar for Justice reviewing the outlook for academic teaching 
of economics under N^ational-Socialist nile. Zur Grundlegung der 
WirtschaftstTieorie als WirJclichkeitswissenschaft. !B. IschboIiDet. 
T^e author divides the statistical school of economic science (as 
represented by Simiand, BE. L. Moore, and Mitchell) into a de- 
scriptive (idiographic) branch denying the existence of economic 
laws and a theoretical (nomographic) branch employing statistics 
as a method of discovering empirical laws of economic interaction. 
Only the latter branch has developed a value theory resting upon 
the notion of mathematical probability. Both are contrasted 
with the “ understanding ” method of Sombart and criticised. 
Das Bevolkerungsproblem und die geschichtliche Entroichlung von 
der Drzeit bis zum Mittelalter. J. Hasbla.geb’. The author 
considers over-population as a necessary condition for the develop- 
ment of civilisation. Die Verhindung von Landw-irtscJiaft und 
Gewerbe in Wurtterriberg, verglicdten mit NiedersacJisen und anderen 
Teilen des Reiches. G. STOCKMAjra". Seelgrupplehre, Oesinn- 
schaftlehre und V erbindunglehre. BE. L. Stoltecstberg. The 
author proposes a new classification of sociology as a science 
dealing with the behaviour of human groups. CTJieoretische 
Ghrundlagen der JPreisbildungsforschung und Preispolitik. E. 
ScHKErDER. A review of the book of IVIackenroth. Objections 
to marginal technique, marginal productivity theory, and the 
Marshallian method of partial equilibrium are rejected and it 
is shown that conjectural and institutional factors are not neglected. 

Archivfiir mathematische Wirtschafts- und Sozicdforschung. 

Vol. I. No. I. (1935). Aufgaben und Grenzen der mathematischen National- 
dkonomie. BE. Peteb. The use of mathematical reasoning and 
symbols in economic science is defended. Objections arising out 
of the social character and discontinuity of economic facts are 
rejected. Mathematical analysis is even more important in a 
planned economy but its applicability will always be limited, 
since economists should also be concerned with single individuals. 
Qibt es eine SaxEversiche^rurigsrnathernatik ? F. KirEBESELij. 
Arbeitszeit und Produktion. E. ScoaiosrDEB. The article deals 
with the effects of variations of hours of labour on the costs of 
an individual firm on the assumption that there are only two 
homogeneous “ substitutional ” factors of production (men and 
machinery). Then, dealing with returns per hour of labour we 
can conceive of time as a third factor of production, t^ber die 
SchT^ligkeit der Rassenvermischung. BE. MtiEZNEB. Plathe- 
•matische Probleme in der VerkehrsstaMstik. BE. TC •Rrr.T.-Rng.Tm-R. It is 
shown with many examples that the application of simple mathe- 
matical methods to trafiELc statistics yields useful and interesting 
results. 
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Zeitschrift fur Nationalokonomie. 

Maecth, 1935. Betracktungen ilber fl<ts Bumping. A. Cabiati. The 
author discusses the nature of dumping and argues that pro- 
tective duties cannot prevent it. The difficulties of dumping and 
of effective anti-dumping legislation are examined. Bemerhungen 
iiber Nutzen und KosterC F. H. KjacBcr. An historical essay to 
be followed by a constructive part. Starting from certain pro- 
positions as to the economic conduct of an individual and the 
different principles according to which means of production and 
money incomes are allocated to different uses, the theories of 
utility, costs, disutility, and rent are reviewed, in particular the 
contributions of Smith, Ricardo, Mill, and Jevons. Zum, Problem 
des Tieutralen ” Geldes. A. BiLiMOvid. The notion of neutral 
money as put forward by Xoopmans is analysed and schematic 
examples are constructed to demonstrate the inconsistency of 
Koopmans’ criteria and the ambiguity of a neutral money policy. 
Industrielle Stundortsfragen. P. Alt.' After an exposition of the 
shortcomings in Alfred Weber’s approach, equations describing 
price, sales, and location of monopolistic enterprises under dif- 
ferent conditions are worked out. 

Z)e Economist. 

October, 1934, Het dualimne in de economische en mmietapolitieJc ire 
van Nederland. H. M. H. A. Vak x>er Valk. A criticism of the 
recent economic and financial policy of the Dutch Government. 
A truly effective economic policy may produce its results only 
in the long period : there is a danger in the demand for short- 
range measures. The economic condition of HoDand is bad, as 
seen in employment, exports, cost of living and burden of debt. 
“ The present governmental policy is to reduce the level of costs, 
but the measures so far taken have in various cases an opposite 
character.” The article discusses the professed objects of policy : 
its consequences on protected, unprotected and semi-protected 
industries, the method whereby government has attempted to 
influence prices, the difficulties of a harmonious deflation policy, 
whereby prices and costs fall equally. The Govemment has shown 
no definite system or policy. Planning, laissez-faire, mitigated 
liberalism and state intervention are all present. The Govern- 
ment has been unable to restore elasticity into the economic life 
of the nation. Grensnut en conjunctuur, II. M. A. Iugtebink, 
A continuation of the previous argument, discussing the situation 
in a money economy, and the part played by money in the Trade 
Cycle. Emphasises the desirability of increasing taxation in 
good years and diminishing it in bad years, and considers ” methods 
of tempering the Trade Cycle, of keeping it within the limits in 
which it is economically useful.” De Poolsche Corridor. P. A. G. 
Keeshto. A summary of the arguments bearing on the Polish 
Corridor. 

November, 1934. EnTcele indices aangaande de technische ontwik- 
keling langs nieuwe wegen in de voornaamste industrieele landen, I. 
1j. HAMBrnROBR. “ Factors of technical development ” may be 
of various kinds. Enlargement may come about through (i) 
increase in the number of productive units ; (ii) improved organisa- 
tion; (iii) inventions. Statistics are deficient as to the third 
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of these. The essay provides an attempt to cover this by reference 
to numbers of patents issued in various countries. The article 
deals ’trith Great Britain, France, Holland, Germany and the 
■United States of America. De PosHie der overJieid ten opzicTite 
van land- en water-wegen. W. J. De Gkaaf. Transport (i) is a 
liTtlc in the process of production ; (ii) must be regarded as on the 
same footing as any other technical process to which material 
is subjected ; (iii) increases the value of goods. A means of 
transport can never be of economic advantage to a co mm unity 
if it does not cover its own costs. A subsidy to transport prevents 
the most just division of labour. A discussion of the principles 
which determine how costs of transport should be borne. 

December, 1934. Berehening van den omvang dier voerTcloosTieid als 
gevolg van prijsdaling in een gesloten ^ionomisch, milie'ti. J. 
GotTDEiAA^ir. Say’s Theories des d^bouch^s : “ Les produits 

s’ach^tent avec des produits,” appears to be contradicted by 
depressions. Treated with reverence in the text-books, it is 
respected and believed by no one in practice. It should, however, 
be formulated not as a dogma which states that “ Universal 
over-production is impossible,” but as a conditional statement : 
Provided, and in so far as, households (economic units) endeavour 
to sell as much as they buy, general over-production is impossible. 
A detailed discussion of the circumstances imder which this 
condition is not satisfied. Bnkele indite aangaande de technische 
ontwilckeling langa nieutve zvegen in de vooroiaamste laziden, 11, 
L. Hambtjbgbb. a continuation of the study of “ technical 
development ” as reflected in the number of patents issued. 
“ Patent figures ” are compared with other economic magnitudes, 
real incomes from wages and the increase of monetary gold in 
the world. There is a far-reaching parallelism in Fngland (and 
the U.S.A.) between the course of the total number of patents 
annually granted and a composite index-number standing for 
the population multiplied by the representative level of real 
wages. 

Jais’ttaev, 193o. Be aanpassing gedurende de crisis van de loovien en 
de Jcosten van levensonderJiozid aan de groothandeZsprigzen in de 
Oost-Aziatische landen. D. J. Hxtlshoee Pol. A discussion of 
the variation of wages in relation to the cost of living and whole- 
sale prices in Eastern Asiatic countries. As in an article on an 
allied subject in the June 1934 number, the discussion follows (i) 
a coimtry which has maintained the gold standard (Dutch East 
I n d ies) and (ii) countries which, originally on the gold standard, 
have now “ devalued.” The position in Dutch Tudia is considered. 
Amerikaartsche crediet-maatregeln. C. ‘Westbatb. A discussion 
of certain aspects of American legislation during the crisis. 


Oiomale degli Economisti. 

Febritary, 193d. Francesco Ferrara e Bavid Bicardo. H. FxjBUsri. 
An analysis of the main points of difference and similarity between 
the economic doctrines of Ferrara and Ricardo. Idnee die studio 
cLbTL €C07i(y37ii<i ^ corp^ctivci^ E. Fossati. Lb cccBzicyyii TicaTdicLTto^ 
in^Txiste al ^rinci^io del costo, E daZvalore oMtz cwporcizioTie^ Gr* 
Majokain’a. L^ opera, scientificcb di Adhert S&nsel, B. GtRIZIOtti, 
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La Riforma Sociale. 

vSeptember-Octobee, 1934. II disordine economico e il gold standard. ” 
Dodici anni di esparianzn americana. A. Cabiati. An analysis 
of the working of the American monetary system during the 
twelve years 1921 to 1933 shows that the collapse of 1933 was 
not due'to defects of the Federal Reserve System or to mismanage- 
ment on the part of those controlling it, but to the jSinancial and 
economic consequences of the war, from which America vainly 
endeavoured to withdraw herself. II prezzo delV energia elettrica, 
Pboeessob L. ErNAEM, replying to certain views recently put 
forward by one of the hea^ of the electrical industry in Italy, 
Signor Motta, urges that the criterion to be used in determining 
the “ just price ” of electricity should have regard to the cost of 
reproduction, or replacement cost, and not to the cost of produc- 
tion of plant as a whole now in existence. La misura d^le vari- 
azioni delle iariffe doganali. F. A. RfePACi. An elaboration of 
a new technical method for ascertaining and measiuring changes 
in the level of customs duties. II New Deax. roosveltiano : gli 
effetti. V. Racca. A description, by one who has studied 
American conditions on the spot, of the recent economic legislation 
of IMr. Roosevelt’s administration. The writer is very pessimistic 
as to the effects, now and in the future, of these measures. 

November— I>ECE>iBEE, 1934. L'industria elettrica ed i suoi prezzi. 
G-. Motta e L. Exnattdi. A reply by Signor Motta to Professor 
Einaudi’s article in the previous number of the Giomale, together 
with a rejoinder by l^ofessor Einaudi. Trieste e Veconomia 
danubiana. An article setting out the results of a recent in- 
vestigation by Propessob A. Cabiati as to the economic situation 
of the port of Trieste and its relations with the Eanubian hinter- 
land. Categorie astratie e scataUmi psevdo economici. Pbo- 
EESSOR EJnsTAEni makes use of the form of a dialogue between 
peasants, economists and others to elucidate a number of disputed 
problems of agriculture in Italy. La tragedia della seta. E. 
GrRETTi. A well-documented account of the disastrous decline 
in the Italian export trade in silk consequent on the increase of 
tariffs, the decline of silk consumption in the United States, the 
expansion of rayon, and the competition of Japan. 

Janttary— Febbtjary, 1935. 1)ialtriscata,lonipseudo-co7nmercialiepseudo~ 
bancari. Proeessor EmAxmi again uses the form of a dialogue to 
present his ideas on the rationalisation of the distributive trades and 
on the organisation of banking. L'industria elettrica e i suoi prezzi. 
R. Catani. II “ gold standard” la “ moneta neutrale ” e i due 
gruppi monetari. A. Cabiati. A criticism of a recent article by 
Professor Cassel in the January number of the Review of the 
STcandinavisJca Kreditahtiebolaget, in which he contended that 
the whole group of gold standard currencies was seriously over- 
valued in relation to the sterling bloc, and advocated either the 
complete abandonment of the gold standard or the appropriate 
devaluation of the gold currencies in terms of gold. Professor 
Cabiati gives reasons for believing that the extent of the over- 
valuation is not large, e.g. in the case of the franc, and that it 
might be adjusted in the near future, given favourable conditions, 
without oveimueh difficulty. II controllo dei cambi. M. Mazztjc- 
CHEiiiii. OH impdanti idroelletrici e Vimposta di ricchezza Tnobile. 
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V. S. ]NL%.irGAXO. Gtiad^xgnano di piii, le grandi, le medie o le piccole 
intraprese ? — Studio sui bilanei delle societd italiane per azioni nel 
periodo 1927-1931. L. Lekti. If the balance sheets of Italian 
joint stock companies are divided into small, medium small, 
medium large, and large, an analysis over a five-year period 
shows that the highest profits were made by the medium large 
group of companies. Im lunga crisi del 1874—1896 e la crisi 
odierna. E. CiiAifci. The writer makes a comparison, supported 
by some interesting statistical tables, of the present depression 
and fall in prices, with the period from 1874 to 1896. He con- 
cludes that there has been a sectJar tendency to falling prices 
since the end of the War, on which has been superimposed the 
cyclical depression starting in 1929. Sul risparmio assicurativo. 
A. ScakameIjLI. 11 delitto di usura — Nota economico — giuridico. 
E. EiiORiAsr. 

Index (Stockholm). 

December, 1934. Economic Survey. The British Trade Intelligence 
System. W. J. Glek^^y. 

Febbttaby, 1935. World Trade in Fetters : A summary survey of 
developments in certain countries 1929—1934. 

March, 1935. Economic Survey. Expansionist Technique in the 
United States. 

Abbtl, 1935. Artificial Control Schemes and the World's Staples. 
J. W. E. Rowe. 


NEW BOOKS 

British. 

Bailey (S. H.). l!^Ir. Roosevelt’s Experiments. The Hogarth 
Press. 7J". Pp. 48. l5. 6 d. (paper). 

Bellmah (Harolb). The Thrifty Three Millions. Abbey Road 
Building Society. 8 f ". Pp. 357. 5 a. 

Bhargava (B.). Indigenous Banking in Ancient and Medieval 
India. Bombay : B. B. Taraporevala. 9 ". Pp. vii + 310. Rs. 10 . 

Brauh (R.). Eascism : Make or Break? Martin Lawrence. . 
132. 2s. 6d. 

Burhham (T. H.). Engineering Economics (Book I). Pitman. 
8 ^". Pp. xiii -f- 280. 85 . 6d. 

Cairns (H.). Law and the Social Sciences. Keean Paul. 8 #" 
I^. 279. 12s. 6d. ^ 

Cole (G. D. H.), Principles of Economic Planning. Macmillan. 
8 ". Pp. 435. 6 s. 

Cole (G. I>. H.) (Ed.). Studies in Capital and Investment. Gol- 
lancz. gf". Pp. 320. 12s. 6d. 

ClJRLE (J. H.). Travels and Men. Methuen. 7^". Pp. 21.5 6 s. 

Evans (T. C. W.). The Monetary Crisis : Report of Currency 
Committee based upon a Plan for Currency Reform. Cardiff. 84". 
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FiEiiDi^TG (IM.) (Ed.). Birth Control in Asia : a Report of the Con- 
ference held at the London School of Tropical Medicine, Nov. 1933. 
Birth Control International Information Centre. Sf Pp. 101. os. 

The Future of Monetary Policy. A Report on International Mone- 
tary Problems by a Group of the Royal Institute of International 
Affairs. Oxford University Press. Pp. 219. 10s. 6d. 

Haul, (Sm BaisieIi). The Pace of Progress : Rede Lecture 1935. 
Cambridge University Press. 7^". Pp. 427 Is. 6d. (paper). 

I lA arBiiOCH (E.). His Majesty the President : a Study of Con- 
stitutional Brazil. Methuen. 8f". Pp. 252. 10s. 6d. 

Hayek (F. A. VON). Collectivist Economic Planning. Routledge. 
8f Pp. 290. 10s. 6d. 

Heckscher (E. F.). Mercantilism (2 Vols.). Allen and Unwin. 
9^". Pp. 891. 42s. set. 

Hilton ( J.) and others (Ed.). Are Trade Unions Obstructive ? 
Gollancz. 9". Pp. 349. os. 

Horobin (I. M.). Pleasures of Planning. Macmillan. 7iV". Pp. 
192. 4s. 6d. 

Hxjsktnson (T. W.). The Bank of England and the Financial 
Impasse. King. 8^". Pp. 32. Is. 6d. (paper). 

JoTJ.TFFE (R. F.). The United States as a Financial Centre, 1919— 
1933. Cardiff : University of Wales Press Board ; London : Oxford 
University Press. 7^". Pp. 146. 6s. 

Knapp (W. H. C.). World Dislocation and World Recovery. 
King. 8f Pp. 203. 10s. 6d. 

Krishna (B.). Hindu Philosophers on Evolution. Bombay : 
D. B. Tarapoiivala. 9". Pp. 296. jKs. 10. 

Lasitt (H. J.). Law and Justice in Soviet Russia. The Hogarth 
Press. 7^". Pp. 44. Is. 6d, (paper). 

Lees (B. A.). Records of the Templars in England in the Twelfth 
Century. The Inquest of 1185, with Illustrative Charters and Docu- 
ments. Oxford University Press, 10". Pp. 457. 42s. 

Levy (H.). Industrial Germany. Cambridge University Press. 
9". Pp. X -f- 245. 12s. 6d. 

Mackenzie (T. F.). Nationalism and Education in Australia. 
King. 8^". Pp. 143. 8s. 6d. 

Mladan (B. K.). Some Aspects of Rural Economy in the Panjab. 
Lahore : Rama E^shna & Son. Pp. 52. Is. 

McGregor (A. G.). The Correct Economy for the Machine Age. 
Pitman. 8i". Pp. xv 274. 7s. 6d. 

MHiHATTD (E.). A Gold Truce : a constructive plan for the Revival 
of International Trade. Williams and Norgate. 10". Pp. 153. 
4s. Qd. 

New Fabian Research Bureau. Why the U.S.S.R. joined the 
League. (With an Introduction by Hugh Dalton.) Gollancz, 8^". 
Pp. 36. Is. (paper). 

PiGOTT (A. C.). Economics in Practice : Six Lectures on Current 
Issues. Macmillan. 7^". Pp. 154. 4s. 6d. 

Planning for Employment. A Preliminary Study by some Members 
of Parliament. Macmillan. 8". Pp. xii -j- 97. 2s. 
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Rahfosh (Arthx-r). Plain Ordinary Man. Routledge. 

Pp. 201. 5s. 

Results of State Trading. International Co-operative Alliance 
and King. 8". Pp. 112. 2s. 

Rifaat (MoHA3EyiEi> Ani). The Monetary System of Egypt. 
Allen and Unwin. SJ" Pp. 206. 7s. 6d. 

Sharp (T.). A Derelict Area. The Hogarth Press. 7^". Pp. 49. 
Is. 6d. (paper). 

SHESiKMA^r (E. M.). Insurance against Credit Risks. King. 8f". 
Pp. 358. 15s. 

Stewart (W. D.). Mines, Machines, and Men. King. 7^". Pp. 
180. 6s, 

Sykes (E.). Banking (Revised edition). T. Butterworth. 6J". 
Pp. 255. 2s. 6<?. 

TiTg-'n A T. (K.). The Economics of Kational Independence. Bale, 
Sons & Danielsson. 7^", Pp, 144. 3s. 6d. 

Year-Book of Agricultural Co-operation (1935). King. 8f". Pp. 
407. 12s. 6d. 


AmericaTi. 

BkecXiE (A. A.) and Means (G-. C.). The Modem Corporation and 
Private Property. Kew York and Uondon : Macmillan. 9^". Pp. 
xiii 4- 396. 

Bebee (A. A.) and Pei>e:i^on (V. J.). Liquid Claims and National 
Wealth. NewYcork: The Macmillan Company. 8J". Pp. xvi -f- 248. 
10s. 6d. 

Blodgett (R. L.). Cyclical Eluctuations in Commodity Stocks. 
Philadelphia : University of Pennsylvania Press (London : Oxford 
University Press). 9^". Pp. 177. lls.Od. 

Brinkmann (T.). Economics of the Farm Business. University 
of California Press (London : Cambridge University Press). 8^". Pp. 
172. 9s. 

Buchanan (D. H.). The Development of Capitalist Enterprise in 
India. New York and London : Macmillan. 9J''. Pp. 497. 21s. 

Buck (A. E,). The Budget in Gfovemments of To-day. Nevp^York: 
The Macmillan Company. 8J". Pp. vi 4- 349. 12s. Qd. 

Carver (T. N.). The Essential Factors of Social Evolution. 
Harvard University Press. 9". Pp. xi 4- 564. $5.00. 

Commons (J. R.). Institutional Economics. New York : The 
Mac mill an Company. 8^". Pp. xiii -f- 921. 17s. 

Cover (J. H.). Retail Price Behaviour. University of Chicago 
Press (London : Cambridge University Press). 9". Pp. 92. 4s. 6d. 

Cross (I. B.). A History of the Labor Movement in California. 
Berkeley, California : University of California Press (London : Cam- 
bridge University Press). 9^". Pp. 354. 13s, Od. (paper). 

Economic Essays. In Honor of Wesley Clair Mitchell. New 
York : Columbia University Press. 9^". Pp. 519. 18s. &d. 

Hea ton (H.). The British Way to Recovery. Minneapolis : 
University of Minnesota Press. (London : Oxford University Press). 
7|-". Pp. 184. 8s. 6d. 
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James (F. C.). The Economics of Money, Credit and Banking. 2nd 
Edition. Xew York : The Ronald Press Companv. 8". Pp. xvii — 
678. 84.00. 

Jerome (H.). Mechanisation in Industry. New York : National 
Biureau of Economic Research (London : Macmillan). 9". Pp. xxxi — 
484. 15a. 

Lough (W. H.) and GArxsBBtrGH (M. R.). High-Level Consump- 
tion : Its j^haviour ; Its Consequences. New York and London : 
McGraw-Hill Book Co. 9^". Pp. 345. 24s. 

McNair (M. P.). Expenses and Profits of Variety Chains in 1933. 
Boston, Mass. : Harvard University Graduate School of Business 
Administration. 11". Pp. 35. SI. 00. 

Nbttels (C. P.). The Money Supply of the American Colonies 
before 1720. Wisconsin : Madison. 9^". Pp. 300. $2.00. 

Norma^o (J. F.). Brazil : a Study of Economic Types. Chapel 
Hill : University of North Carolina Press. 8f ". Pp. 246. $3.00. 

Roethlisberger (F. J.) and Dickso^t (W. J.). Management and 
the Worker : Technical U.S. Social Organisation in an Industrial Plant. 
Harvard University ; Graduate School of Business Research. 11". 
Pp. 17. 50 c. (paper). 

Rttbestow (I. M.). The Quest for Security. New York : Henry 
Holt. 9". Pp. X -h 638. $3.50. 

Schumpeter (J. A.). The Theory of Economic Development. 
Cambridge, Mass. : Harvard University Press. 9". xii -j- 255. $3.50. 

Stohe (J. F. S.). Compulsory Spending. Randall Inc., Washing- 
ton, D.C. Pp. 142. $2. 

Thorethwaite (C. Warree). Internal Migration in the United 
States. Philadelphia : University of Pennsylvania Press (London : 
Oxford University Press). 10". Pp. 52. 4s. 6d. 

United States Department of Labor. Organisation and Manage- 
ment of Co-operative Gasoline and Oil Associations. (With Model 
By-laws.) Washington : Government Printing Office. 9". Pp. 35. 
5 c. (paper). 

Wages and Hours of Labor in Bituminous-Coal IVIining, 1933. 
Washington : Government Printing Office. 9". Pp. 67. 10 c. (paper). 

Weegert (O.). Administration of Placement and Unemplojunent 
Insurance in (^rmany. New York : Industrial Relations Counselors. 
9". Pp. xiv 241. 

French. 

Boeeichoe (L.). Des Aspects Sociaux de la “ Reforme Roose- 
velt.” Paris : Recueil Sirey. 10". Pp. 178. 

LB Braechu (J.). lEcrits Notables sur la Monnaie. Paris : F. 
Alcan. 9". 2 vols. 35 fr. each vol. 

Cloquette (L.). Le Rattachement du Franc Beige h, la Livre 
Sterling. Bruxelles : The Author, 91, Avenue Besme, Forest- 
Bruxelles. 1935. 9^". Pp. 196. 15 fr. 

Chronologie Economique Internationale 1934. Paris : Recueil 
Sirey. 9f". Pp. 280. 

L’Economie Dirig^e : Experiences et Plans. Paris : Recueil Sirey. 
10", Pp, 268, 20 fr. (paper). 
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GrOJOTAiUD (R.)* Histoire des Doctrines Monetaires, dans ses 
Rapports avec FHistoire des Monnaies. Raris : Recueil Sirey. 9". 
Pp. 290. 30 /r. 

IjEscxtre (Jeak). — ^L e Bolchevisme de Staline. Paris : P. Roviton 
et Cie. 7V. Pp. 214. 16/r. 

MxLECAim (E.) and otters. Organisation des ]]£ch.anges et Creation 
de Travail. Paris : Recueil Sirey. 10". Pp. 404. 25 fr. 

X'n wT.T. -R (H.). Des Plans de Reconstruction ificonomique et Social 
a rifitranger et en France. Paris : R. Sirey. 10". Pp. 78. 6 fr. 

(paper). 

German. 

Florschxttz (K.). Der Selbstmord der Versicherten in der Lebens- 
versicherung, Wurzburg : Elonrad Triltscb. 8£". Pp. 47 (Paper). 

Gekwin (E.). Zur planwirtschaftlichen Regelung des Aussen- 
handels. Inaugural Dissertation. Hamburg : Robert Kleinert. 8|-". 
Pp. 84. 

BLaebIjEB (J.). Die Kiise im deutschen Kreditbankwesen und die 
3rlittel zur khrer 'Dberwindung, Hamburg. 8J". Pp. 124. (Paper.) 

JebeehS (T.). Ein wirtscbaftlicbe rmd soziale Entvdcklung und 
Verflechtung der Stadt Elmsborn. Hamburg. 8^". Pp. 155. (Paper). 

BLAXJEMAiffJT (B.). Beitrage zur Xiebre von der Monopolitik und der 
staatlichen Monopolkontrolle. Lieipzig : R. Noske. 8J". Pp. 96. 
(Paper.) 

Remten (P.). Das Problem der Stabilitat des Preisniveaus und die 
Ausschaltung geldseitiger Storungen als Fragen der Geldpolitik. Zeulen- 
roda ; BemhaKi Spom. 8^". Pp. 96. (Paper.) 
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THE MIWUSCRIPT OP EARLY HRAPT OP PART 

OP THE WEALTH OF XATIOKS^ 

It gives me very great pleasure to annotmce to the Society 
a discovery of the greatest possible interest to students of 
Economics. It is the finding of a very early draft of what 
became afterwards The Wealth of Hat ions. The general character 
of it may be best explained by certain circumstances connected 
with the manuscript. As a part of a plan to obtain more in- 
formation about Adam Smith, I obtained permission from the 
Duke of Buccleuch to examine any manuscripts at Dalkeith 
House which were likely to be useful. Amongst these were the 
papers of Charles TowToshend, who was the second husband of 
the Coxmtess of Dalkeith, to whose son, Henry the third Duke 
of Ruccleuch, Adam Smith was tutor from 1764 to 1766. These 
papers have been kept together in a separate collection. The 
relative failure of my original objective was compensated for 
many times by the finding of a fairly thick folded folio manuscript 
which had very close affinities both with the Glasgow Lectures 
and The Wealth of Nations. It is written on stout handmade 
paper, consisting of twelve double folio sheets, making forty- 
eight pages in all. Each double folio sheet is marked with a 
number — N" 1, N 2 up to H 12 — ^in Adam Smith’s writing. As 
was the case with his other works,® it is in the hand of an 
amanuensis, similar to that of one of the Glasgow College scribes, 
as can be seen by a comparison of the script with that of some of 
^ An Address delivered before tbe Annual Meeting of tlie Hoyal Economic 
Society, May 23, 1935- 

* Th.e statement of MeCuJlocli tbat tbe mannscript of The Theory of JX^oraZ 
Sentiments was in Adam Smith’s own writing and tbe reason be gives for it is 
one of tbose ridienlous sayings — tbe result of excessive acixteness — wbicb only 
a person nsnally intelligent sncceeds in perpetrating. Allowing for tbe cbaracter 
of boobsellers’ catalogues, it is likely tbat tbe cutting from a Caxton Sead 
Catalogue, sent to X>r, Honar by Mr. ECenry Biggs {Tihrary of JL.da.m Smithy 1 932, 
p- 204), describing a manuscript Meditations on Seneca’s Epistles,” may be of 
tbe same cbaracter as tbe document now described, namely, in tbe band of an 
amanuensis, witb possible additions by Adam Smith bimself. 

No. 179. — ^voL. XX.V. 
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the University records of the period. There are a number of 
corrections and additions made by Adam Smith in his own hand. 
At the foot of each page there is a catchword ; and, since there 
is one of these on p. 48, it is evident that there had been originally 
more, perhaps considerably more, of the manuscript. The existing 
portion consists of 12,113 words. 

The form of the manuscript is coimected with the engage- 
ment of Adam Smith as travelling tutor to the Duke of Buccleuch. 
It will be remembered that Rae records how Hume wrote to 
Adam Smith on April 12, 1759, that Charles Townshend had said 
to Oswald that “ he would put the Duke of Buccleuch imder 
the care of the author of The Theory of Moral Sentiments ** at 
the same time warning Smith of the instability of many of 
Townshend's projects, as to which Rae has several amusing 
anecdotes to relate.^ 

It seems that Adam Smith always had a hankering after a 
tutorship. It was to this end that he gave much of his energy 
after he returned ficom Oxford, and it was one of the objects 
he had before bi-m in arranging for his lectures in Edinburgh 
from 1748 to 1751. A new fact sheds some light on this fixed 
purpose. It turns out that Adam Smith had a relative, probably 
a cousin, William Smith, who was a tutor and curator according 
to Scots law, or, in other words, a trustee, for Adam Smith’s 
half-brother Hugh. This William Smith had been governor 
to lord Charles Hay, afterwards Earl of Errol; and, on the 
termination of his engagement, was nominated as a Regent of 
Marisehal University, ^ Aberdeen. 2^o doubt in Adam Smith’s 
youth this was Impressed on him as an example to follow and 
the early impression remained, even though the main purpose, 
namely, the procuring of promotion, had disappeared in his own 
case. Accordingly, it is easy to imderstand that Adam Smith 
was careful to keep himself before Townshend. The latter had 
visited Smith in Glasgow and Smith had been to Dalkeith, but 
still the appointment was not made. It is likely that, in order 
to maintain himself in Townshend’s mind, Adam Smith had this 
manuscript prepared ; or, alternatively, it may have arisen 
firom something that was said at one of the meetings of the two. 
In view of the fact that he himself stated in July 1764 that he 
had begun to write a book at Toulouse,® the possibility that 
this was a draft sent to Townshend firom Eranee is not to be 

^ lAfe of Adam Smith, pp. 141—48. 

® At this tixae Marisclial and ^King’s were separate Universities. 

* Rae, Life of Adam Smith, p. 179. 
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wiiolly excluded. However, for the present, since the fin d ing 
of the manuscript is so recent and there has not been time to 
examine several problems connected with it, I do not wish to 
commit myself as to date, though there seem to be strong reasons 
against it having been sent from France. In any case the 
relation with Townshend determined the form of this draft. 

It will be remembered that the Glasgow Lectures consist as 
to more than one-half of a treatment of Jiirisprudence. It is 
the remainder, named Police,” which constituted the economic 
portion of these lectures. In the manuscript there is a new and 
most significant departure. It is definitely intended to be an 
economic treatise and nothing else. The first words on p. 1 are 
sufficiently arresting. They are “ Chapter 2, The Nature and 
Causes of Public Opulence.” Here the keynote of the later 
book is struck with no imcertain touch. The subject-matter 
is Division of Labour. Evidently at this time Adam Smith had 
in view a general introductory chapter, corresponding to the 
Introduction of The Wealth of Nations, and the beginning of the 
manuscript consists of material corresponding to Chapters 1 and 
2 of the completed book. The unwritten first chapter of the 
manuscript would have, no doubt, repeated Sections 1 and 2 
of “ Police ” in the Glasgow Lectures, namely, “ the natural wants 
of mankind ” and “ the arts subservient to these.” Then comes 
the existing Chapter 2, which takes in §§ 3—6, i.e. “ Opulence 
arising from Division of Labour,” which midtiplies the product, 
what occasions it, and that it must be proportioned to the extent 
of the market. 

After this point the remaining chapters are in skeleton form. 
Though thus less full than the Lectures, they are of the greatest 
interest as showing how close and integrated the argument is — 
an impression which is in fact lost in The Wealth of Nations, 
through the additional matter subsequently inserted. Chapter 3 
is entitled “ Of the Rule of Exchanging or of the Circumstances 
which regulate the Price of Commodities ; ” Chapter 4, “ Of 
Money, its Nature, Origin and History considered, first as the 
measure of Value, and secondly as the instirument of Commerce ; ” 
Chapter 6, “ Concerning the Slow Progress of Opulence.” The 
manuscript ends in the middle of the criticism of the prohibition 
of the exportation of corn at the point where Cicero quotes 
“ Old Cato.” 1 

^ It is perhaps of interest to mention that in the Lectures^ p. 229, the passage 
is referred to; in The Wealth of Nations, I. p. 151, it is translated. Here it is 
given in the original and the reference is correct, being Bk. II of L>e Officiis^ 
not Bk. Ill as in The Wealth of Nations, 


S’ S’ 2 
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Professor Cannan has a note at the end of the second Chapter 
of The Wealth of Natiojis that “ the concluding paragraph was 
probably taken bodily from the manuscript of the author’s 
lectures.” Xow that we have these, or a revision of them, it 
is possible to say that not only this paragraph but the rest, after 
the beginning of Chapter 1, is taken practically word for word 
from this manuscript. What I mean to imply by “ practically ” 
is, subject to the alterations which one makes in the revision of 
something written previously. These revisions are fewer than 
one would expect. They consist (1) of matters of style; (2) of 
change of adjectives, involving a change of meaning, sometimes 
reducing the emphasis of the Lectures, occasionally adding to 
it ; (3) additions to the Lectures by the insertion of a sentence 
or two, and — what comes rather as a surprise — a much greater 
reduction, for purposes of condensation, usually by cutting out 
a quite considerable part of a paragraph. The portion of the 
manuscript consisting of Chapter 2 (corresponding to Chapters 1 
and 2 of The Wealth of Nations) comprises twelve long paragraphs, 
amoxmting to over 7,800 words. A great part of Chapters 1 and 
2 of The Wealth of Nations is made up of repetitions of the manu- 
script which amoimt to close on 3,500 words, in the sense' of being 
quoted textuaUy subject to verbal alterations. Some of these 
are of interest. The relation of the invention of window glass 
to “ the making of these northern parts of the world habitable ” 
has an addition, the cancellations of which may be a loss to The 
Wealth of Nations, namely, “ without which these northern parts 
of the world would scarce have been habitable, at least by that 
effeminate and delicate race of mortals who dwell in them at 
present.” The African king, “ the absolute master of the lives 
and liberties of ten thousand naked savages,” appears in the 
manuscript as “ an Indian prince, the chief of a savage nation 
in North America,” which presents a complete picture. At a 
later stage, during the fighting in the American colonies, the 
“ naked savages ” (or some of them) became “ noble allies,” 
and it was necessary or politic to substitute “ the African king,” 
who is, artistically, less satisfying. 

^Besides a number of cuts in the manuscript for purposes of 
condensations the reason the word for word transfer to The Wealth 
of Nations is not higher, coming very close to the whole of these 
two chapters, is that I have excluded the opening of the first 
Chapter of the manuscript, though, all through, it is very near 
to The Wealth of Nations in its phraseology. That is the part 
relating to pin-making and amounting to about two pages in 
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Cannan’s edition. This is involved in the considerations of 
another interesting question, namely, how far the reporter of 
the Lectures has given a correct and adequate summary of what 
he had heard. W e have now the opportunity to check t his 
report with the original or something very close to it. In view 
of the fact that the portion, which is given in full in the manu- 
script, is barely one-eleventh of the economic part of the Lectures, 
this is obviously a matter of considerable importance. Subject 
to one important reservation, the reporter was quite exceptionally 
competent. He had the rare faculty of understanding Adam 
Smith’s argument, restating it in a much briefer form, while 
retaining the main line of thought, and at the same time incor- 
porating in his summary a number of the more picturesque and 
st r i king phrases. The condensation is greater than one would 
have expected. He reduces by as much as 70 per cent. ]More 
precisely he represents Adam Smith by 29-9 per cent, of the 
number of words in the manuscript. The reduction is by no 
means equally distributed. The short paragraph on the three 
advantages of the Division of Labour is nearly as full as the 
manuscript — the report containing as much as 70 per cent, of 
the number of words in the latter. 

It is to be expected that an average contraction of 70 per cent, 
would result in the omission of nearly all Adam Smith’s finer 
points and most of his qualifications. A closer inspection reveals 
the fact that the average is by no means representative. The 
condensation is very imequal. It is easy to understand that the 
copious illustration of the manuscript is capable of much ab- 
breviation, and Adam Smith himself applied the pruning knife 
when moving these passages to The Wealth of Nations. But 
there is more in the situation than this. Comparing the Lectures 
and the manuscript, it is most remarkable to find that, when 
questions relating to Distribution are touched on, they are 
abbreviated almost to the point of disappearance, sometimes 
they find no place in the summary. Omitting incidental refer- 
ences, topics connected with Distribution amovmt to over one- 
third of Chapter 2 of the manuscript — ^that is, 1,891 words out 
of 6,441 — ^the reporter represents these by only 322 words, or 
17 per cent, against a general average of 30 per cent. Since he 
is accxuate elsewhere, this suggests the problem whether the 
lectures he heard contained much less on this subject than is 
to be found in the manuscript. This is a question which I 
hope to discuss in the edition of the manuscript which I am 
preparing. 
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This brings us back to the paragraphs on pin-maldLng, and at 
the same time aSords a better idea of the plan Adam Smith had 
in mind than is to be found in the Lectures. He begins with 
the advantages of the common day labourer, thus his proem 
in the Lectures and the manuscript becomes the peroration in 
The Wealth of Nations. Arising out of this he finds himself 
faced with the problem how this can be so when the poor provide 
both for themselves and for the enormous luxury of their superiors. 
From their produce comes the landlord’s rent, the interest of 
the monied man ; and “ the indolent and frivolous retainers of 
a Court ” are supported by the labour of those who pay taxes. 
Reviewing the various claims on the produce of a great society, 
the poor labourer seems to bear on his shouldem the whole fabric 
of the building — ^how then, he asks, “ shall we account for the 
superior affluence and abundance commonly possessed even by 
this lowest and most despised member of civilised society, com- 
pared with what the most respected and active savage can attain 
to ” ? The answer is, of course, the principle of Hivision of 
Labour. What is of much interest is that the analysis of pin- 
making is treated, not only from the Productive, but also from 
the Distributive point of view. As specialisation increases 
profits emerge, and, at each stage, the wage of the worker increases. 
As the illustration is developed further it is significant to observe 
that Adam Smith has the conception of real wages, imagining 
the pin-maker paying so many pins for the wdre he uses and for 
the loan of the tools. ^ On this basis he finds it a mark of an 
opulent, commercial society that “ labour becomes dear and 
work cheap.” This is worked out with an amount of elaboration 
and detail that is very scantily represented in the Lectures. In 
particular, he has a distinct conception of National Wealth, which 
looks somewhat disguised as “National Opulence,” and is treated 
in the stimulating manner “ as that of the whole people 
diffused universally through all the members of the society.” 
In the remainder of Chapter 2 of the manuscript there are 
occasional references to Distributive problems, as, for instance, 
when The Wealth of Nations has “ that universal opulence which 
extends itself to the lowest ranks of the people,” the manuscript 
reads after “ opulence ” “ notwithstanding the inequality of 
property.” 

The same subject is continued in Chapter 3 of the manuscript, 

^ The manuscript reads, the case here is the same as if he gave five hundred 
pins to his master for affording him the -wire, the tools and. the employment.** 
The implication of the last three words is not clear. 
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which, unfortunately, is represented only by a summary. The 
first section deals with wages imder three heads : (1) “ what is 
sufficient to maintain the labourer, (2) to indemnify him for his 
education in that particular business, (3) to compensate him for 
the risk he may nm, either of not living long enough to receive 
this indemnification, or of not succeeding in the trade let him 
live ever so long.” This is reproduced in the Lectures.^ Then 
there follow discussions on the price of country labour, that of 
handicraft w*ork, of the ingenious arts and of the liberal professions. 
In the fourth section of this chapter, “ national or public opulence ” 
is said to consist in the cheapness of commodities in proportion 
to wages, and therefore “ whatever tends to raise their price above 
what is precisely necessary to encourage the labourer tends to 
diminish national or public opulence.” Chapter 5 is an early form 
of Adam Smith’s attack on the Mercantile System. The first 
head begins with the great importance of Agriculture, which is of 
interest from the references to the stock of farmers, but the 
summary does not show how the resulting distributive questions 
are developed. 

This treatment of Distribution in the manuscript is of immense 
interest. Professor Carman in his Introduction to the Lectures 
says there is no trace w’^hatever in them of the scheme of Dis- 
tribution which TJie Wecdth of Nations sets forth,” and again, 
“ the dissertations on the division of labour, money, prices and 
the cause of the differences of wages in different employments, 
evidently existed very nearly in their present form before Adam 
Smith went to Prance, and the scheme of distribution, on the 
other hand, was wholly absent. It is plain that Adam Smith 
acquired the idea of the necessity of a scheme of distribution 
from the Physiocrats, and that he tacked his own scheme (very 
different from theirs) on to his already existing theory of prices.” ® 
If “ trace ” in the first sentence be taken in the sense in which 
it is used in chemical analysis, I cordially agree wdth Professor 
Caiman, with the necessary limitation that the quotation applies 
to the Glasgow Lectures. 

The findin g of this manuscript may involve some reconsidera- 
tion of the reference in the last sentence to the in fluence of the 
Physiocrats. There has not been time to pronounce on the 
rather involved questions which emerge ; but, since these can 
only be investigated gradually, an incomplete and tentative 
statement of what a preliminary view suggests may be 
pardoned, all the more since I am proposing to include 
1 P. 176. ® Pp. 3C3r^’iii, xxxi. 
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an edition of this manuscript in a book on parts of Adam 
Smith’s life which is unlikely to he issued earlier than the year 
after next- 

The manuscript has considerably more concerning Distribution 
than the Lectures suggest. It is remarkable as containing 
passages including just those points which Professor Cannan 
signalises as being wanting in the Lectures and which he con- 
sidered Adam Smith learned from the Physiocrats, namely, 
stock or capital, productive and unproductive expenses and the 
conception of a ISTational Dividend.^ In the second paragraph 
of the manuscript a vivid and even highly coloiired picture is 
painted of the labourer and the peasant on the one hand, and 
on the other the slothful landlord supporting his vanity by the 
rent he receives, “ the monied man indulging himself in every 
sort of ignoble sensuality at the expense of the merchant and the 
tradesman to whom he lends out his stock at interest,” and, 
finally, “ all the indolent and frivolous retainers of a Court.” 
As has been seen, Adam Smith had already the conception 
of something closely corresponding to a real National Dividend, 
w’hich he describes as divided amongst various classes of persons. 
He imagines a great society, illustrated by one of 100,000 persons, 
and again simplified by the favomrite example of pin-making 
as carried on by undifierentiated labour and by labour in various 
degrees of specialisation. The resulting Distribution is worked 
out both in money and in kind. In each example the master 
of the work receives so much for materials, for tools and for his 
own profits. To this skeleton exposition Adam Smith adds in 
his o’mi hand, “ I do not mean that the profits are divided in 
fact precisely in the above manner, but that they may be divided 
in such manner.” 

It seems, then, that in this manuscript we have a document 
which, in this as in other respects, is different from the report 
of the lectures. It may be, the person who took the notes omitted 
these particular passages, but he is found to be exceptionally 
reliable elsewhere. There are characteristics which indicate 
that this manuscript was dictated by Adam Smith and not 
copied from an existing set of his lectures. The summary of 
the later chapters would require to be prepared for this special 
occasion. These are some erasures in the manuscript where it 
has been overwritten either by the amanuensis or by Adam Smith 
h im self. These are of the type which would be unlikely in a copy 
from a document, but to be expected in something dictated. 

^ Ltectures^ pp. xxviii, X2^3i:. 
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For instance, there is a case of '* overrunning.” where a new 
paragraph should have been begun ; two lines are erased and the 
new paragraph started in the proper place. There are a few 
instances of words lilcely to be misheard or mis-spelt in dictation, 
but which should have been written correctly from a copy, e.g. 
coarse, earned and plough. 

Since at the time of writing it is less than three weeks from 
the finding of this document, I wish to speak with all reserve as 
to its date. 'Without committing m 5 'self in any way, there are 
some matters of much interest which enter into the problem 
of fixing a date, and the omission of which wotild render this 
preliminary account very incomplete. The ex;treme limits are 
from about April 1759, when Hume wrote on the 12th that Charles 
Townshend, after reading The Theory of Jloral Sentiments, 
wished Adam Smith to take the Duke of Buccleuch to France,^ 
and 4th September, 1767, when Townshend died. Thus it is 
possible that it could have been written after Adam Smith had 
been in close contact with the Physiocrats at Paris. At first 
sight this possibility seems to become highly probable w'^hen it 
is noticed that, when in Chapter 5 he comes to summarise different 
t 3 ^es of cultivation of land, he has a heading “ Of the Ciiltivation 
by the ancient Metayers or Tenants by Steel bow,” adding in 
the margin (by the hand of the amanuensis), “ the first of these 
expressions is French, the second Scotch. ... I know no En gl ish 
word for it at present.” It might be natural to infer that such a 
passage was written after he had seen, or heard of Mitayage in 
France. But it so happens that there were several books in the 
Glasgow University Library from which he could have obtained 
full particulars, amongst them the first seven volumes of the 
Encyclopidie which he had ordered for the Library before 1760, 
the sixth volume of which contains the article by Quesnay on 
“ Fermiers ” in which the M4tayer is described.® Judging by 


^ Hae, Life of JLdam Smithy p. 144- 

* Adam Smith, wrote a letter to the Edinburgh Heview in 1755 commending the 
Encyclopidie^ the first volume of which had. appeared in 1 75 1 (Bonar Library of A-dairv 
Smith, 1932, pp. 3, 4), This account may have been taken from 3D’ Alembert’s 
‘‘ Discourse Preliminaire,” from an analysis in a review, from a copy at the 
Advocates’ Dibrary, Edinburgh, or he may have purchased some of the volumes 
for himself- In any case, the reference above shows that he was interested in 
the actual book and had access to it before he set out for Prance. It is curious 
that though there were French books on various economic subjects in the 
Grlasgow University Library during Adam Smith’s time, the Catalogue of 1791 
does not contain the name of any Physiocrat* 

In relation to the parallels between E- Cantillon and the Glasgow Lectures, 
it may have been that, at this time, Adam Smith had not acquired the copy of 
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the corresponding passage in The Wealth of Nations, Adam Smith 
did not wholly agree wdth Quesnaj^ on the nature and results of 
this kind of tenure. 

At the other extreme in favour of an early date is one inter- 
pretation of a sentence which occurs at the beginning of the sum- 
mary of Chapter 4. where Adam Smith, speaking of the nature of 
money, writes, “ I have very little to say that is new or particular ; 
except a general history of the coins of France, England and 
Scotland.” Does this refer to material which he had collected 
but which was not yet -written up ? And the summary of the 
third and succeeding chapters might be adduced to support that 
view. Against this it has to be remembered that after 1759 or 
1760 there was some kind of manuscript of the Lectures, and 
therefore he may have meant “ when the book I am -writing, 
based on the material I have, comes to be printed it will be 
found there is nothing very new on this head.” 

Another fragment of e-vidence is somewhat curious. Adam 
Smith once said he was a beau in his books — ^it might be added 
that he was a positive dandy in his writing-paper. It was not 
only that he used the best, but he had a special quality supplied 
in double folio sheets to the Government ofBlces. He -used this 
freely. Judging by his later letters, when he -was at the Custom 
House in Edinburgh, he di-vdded the double folio into halves, 
then doubled one into four pages, making his letter-paper quarto 
size. In the muniments of Glasgow XJniversity there are a number 
of specimens with his writing on them — some used as outer covers 
for documents. There were several issues of this paper either 
successively or simultaneously for the use of different offices. On 
the left-hand half-sheet there was a watermark consisting of a 
double circle, containing a laurel -wreath encircling G H, cro-wned. 
This mark is If in. in diameter. On the other half-sheet the water- 
mark was larger and varied according to the issue. One type had 
the ribbon of the garter, -wdth the motto, enclosing the Royal Arms. 


the SIssai which is recorded as being in his X-ibrary . If this were so, the University 
Library Catalogue of 1791 records : 

M. Postlethwaite, Plan of the Universal dictionary of Trade and Commerce^ 
Lend. 1749* This at the period 1751—63 was in the possession of Smith’s 
colleague, Simson, the mathematician, and it came to the Library after his 
death. Since both men lived near each other in the College and were friends, 
Adam Smith could easily have borrowed it from Simson. 

M. Postlethwaite, The Universal dictionary of Trade and Commerce j Lond. 1757. 
J. Savary, JDe Parfait Ndgociant, 2 vols., 4®, Amst. 1726. 

The two last were recommended by Adam Smith. 
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This one was about in. high. Another was a fine flight of 
fancy and capable of various interpretations. There was an 
elliptical picket fence upon which Britannia seems to sit, but 
probably she is really on a throne : she holds a trident (on the 
end of which is what appears to be the cap of Liberty), which 
protect.'? a lion rampant, crowned. The motto is “ pro Patria.” 
The fighting forces could think of the sea-girt isle, the Foreign 
Office of the balance of power, and the Customs of the duties 
they administered. Nowadays, if this mark v’ere used, the 
fence would need to be increased to a w’all and Britannia would 
either be lost or her .«:eat would have to be raised. This measures 
about 3i- in. by 4 in. A third. 4 in. high by 3 in. wide, consists 
of the garter ribbon crowned, containing the motto “ Pro Patria 
eiusque Libertate,” and within is a crowned lion, regardant, 
grasping a trident. Now all the sheets of the manuscript bear 
the last watermark, i.e, the small G P to the left, and the crowned 
lion, regardant, within the crowned ribbon. It follows that this 
manuscript must have been written when paper of this type was 
available. Adam Smith had it before the earliest possible date. 
Therefore the manuscript could have been written any time 
between 1759 and the end of 1763, The entourage of the Duke of 
Buccleuch travelled with a considerable amount of impedimenta. 
Accordingly, if Adam Smith attached special importance to his 
supply of manuscript paper, there is no reason why he should not 
have brought some with him. We know, too, that he wrote 
to Hume from Toulouse on July 5, 1764, that he “ had begrm to 
write a book in order to pass away the time.” ^ There are three 
letters, extant, written from Toulouse, but they are on a totally 
different paper, thinner, and without watermark. Then we come 
to the Paris visit, represented by the letter to Hume, dated 
July 6, 1766, and relating to the quarrel between Hume and 
Rousseau. This is on paper of the type Adam Smith favoured, 
but the w'atermark does not appear to be British. It has a ducal 
crown with what seems to be either a flag or a double four on a 
mound with the inscription VAN HER LE .... From November 
1766 till May 1767 Adam Smith was in London. A complicated 
set of circumstances, not yet described, would have enabled 
him to get plenty of official paper. Curiously enough those 
circumstances would have prevented or made it unnecessary 
for him to write this particular manuscript. There is only one 
letter in this short period. It is now in America and, except 
by chance, is too small to show a watermark. In any case, as it 

^ Kae^ -Life of Adam Smith, p. 179, 
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happens, the official paper to which he conld have had access was 
of a difiEerent watermark from that used for this manuscript.^ 

"Without risking a premature and ill-founded opinion, it would 
he unwise to carrv the matter further at present. The apology 
for ventxrring to offer incomplete evidence to the Society is that 
this coinrse gives the earliest opportunity for others to consider 
the interesting problems which this manuscript presents. 

"W. R. Scott 

^ Wliiie the watermarh on the right -haii<i half-sheet is the same, or similar 
to that on the mannscript, that of the other half-sheet is qnite different. It is 
also GrPte hnt without the lanrel wreath, crown and circle and the letters are of a 
different size and shape. 
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The following survey of Britain’s Oversea Investments is the 
seventh of a series of annual studies on this subject made possible 
by the courtesy of the Banks and Issuing Houses in London, and 
of a large number of companies, both at home and abroad, whose 
continued assistance in furnishing me with the relevant data I 
am again happy to acknowledge. 

Former articles contain a detailed explanation of the method 
used in these researches and the limitations unavoidably imposed 
upon them by the difficulties of tracing the ownership of bearer 
securities, nominee holdings, etc.^ As on earlier occasions, it has 
been found convenient to classify securities into three broad 
groups as follows : — 

(1) All bonds and stocks of Dominion, Colonial and Foreign 

Governments, States and Municipalities, interest on 
which is payable in London. 

(2) All bonds and shares of registered British companies 

operating entirely or mainly abroad. 

(3) All bonds and shares of Dominion, Colonial and Foreign 

companies registered and operating abroad, quoted 
and/or dealt in on the Stock Exchanges of the United 
Kingdom. 

In order to cover the field as far as possible, a rough estimate 
is also included of that part of Britain’s oversea investments less 
readily subject to accurate assessment, viz. foreign securities held 
in the U.K. but not dealt in regularly in British markets ; other 
private investments such as property, mortgages, etc. abroad; 
and the oversea assets of British companies whose main activities 
are in the United Kingdom. 

The estimated aggregates of British capital invested abroad 
are expressed in terms of nominal values, a procedure which, 
although possessing certain drawbacks, is superior to, and more 
convenient for purposes of calcxilation than, the alternative 
methods of adopting market values or original costs.® 

^ See Economic Septem'ber 1931 and Jirae 1932. 

® Market values, for example, are siil>ject to substantial and abrupt fiuctua- 
tions as a result of cbanging: economic conditions and tbeir use would, destroy 
tbe continuity essential to a series of investigations of tViis nature. Calculations 
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On the other hand, comparison of the yearly totals of the 
nominal amount of British Oversea Investments for the purpose 
of arriving at an estimate of net long-term capital movements 
is vitiated by fortuitous changes arising from writing-down of 
capital, bonus issues, conversion, etc. Consequently, except for 
estimates of sinking fund and maturity repayments, no elaborate 
attempt is made to relate the difference between the totals of 
successive years to the changes on capital account. 

The detailed results given below relate to the year 1933 and 
estimates shovm for 1934 are merely forecasts subject to revision. 
Before pacing on to these results, however, a short summary of 
the principal economic changes that affected Britain’s Oversea 
Investments, and more particularly the income derived from them, 
may be helpful. 

Despite the sig ns of economic recovery already visible in the 
summer of 1932, earnings and wholesale prices reached their 
lowest levels in that year and in the first quarter of 1933. At the 
close of 1932 South Africa abandoned the Gold Standard and 
attached its currency to sterling. This enabled gold- m in in g 
companies to reap larger profits in terms of South African currency 
which were partly counter-balanced by the Excess Profits Duties 
imposed by the South African Government. Moreover, owing 
to the depreciation in South African currency brought about by 
its Tirik with sterling, dividends in terms of sterling were not as yet 
substantially higher. The early months of 1933 witnessed the 
development of the banking crisis in the United States accom- 
panied by a renewed sharp fall in wholesale prices which spread 
to all the principal countries and was responsible for a further 
contraction in foreign earnings. At the same time investment 
trusts and other institutions interested in dollar securities disposed 
of part of their holdings. Abandonment of the Gold Standard by 
the United States in April 1933 and the ensuing depreciation of 
the dollar entailed a reduction in the sterling income derived from 
investments in dollar bonds. Eor a time the depreciation of the 

in terms of original costs would suffer a serious disadvantage in that, aside from 
the labour involved in the employment of this method, changes in the price 
level would invalidate comparison from year to year. 

Inasmuch as the main emphasis in this study is on the income derived firom 
British Oversea Investments, the employment of nominal values has the advant- 
age that in the vast majority of cases the rate of interest and dividend is expressed 
in terms of the £1 share or £100 bond as the unit of account,’* so that calcula- 
tion of income is thereby greatly facilitated. A.t the same time the totals arrived 
at do to some extent reflect the original cost of these investments, since in most 
cases the issue price of debentures or shares does not greatly differ from the 
face value. 
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dollar proceeded simultaneously with a boom in American stock 
and commodity markets, with the result that commodity prices 
rose faster than the dollar depreciated. Not only was there a 
sharp upturn in prices in the sterling area, but even gold prices 
were favourably affected, the wholesale price index in France 
risi n g from 383 in May to 401 in July. The resulting improve- 
ment in earnings, however, did not persist and with the collapse 
of the boom in America a severe deflationary influence, arising from 
the gold policy of the United States in the autumn, made itself 
felt, particularly outside the sterling area. Meanwhile, interest 
on bonds was adversely affected by the German moratorium in 
June 1933, while increasing exchange restrictions throughout the 
world not only hampered remittances to this country but, together 
with the multiplication of tariffs and quotas, contributed actively 
to a further reduction in world trade. In the sterling countries, 
owing to the partial adjustment affected in the relation between 
costs and prices, trade and industry displayed a strong resistance 
to the deflationary factors referred to above, and on balance 
British investments in the Dominions yielded as large an income 
in 1933 as in 1932. Successful conversions and fiscal improve- 
ment raised the market value of the bonds of Dominion Govern- 
ments, while interest remitted to London underwent no reduction 
on account of these conversions until the following year. More- 
over, in addition to the handsome profits that were being made 
by gold mines in South Africa, the successful operation of restric- 
tion schemes in tea and tin were beginning to be reflected in an 
improvement in earnings of companies engaged in their production. 

Group I. 

Dominicm, Colonial Foreign {Government and JSIunicipal) Loans. 

Reference has been made in previous articles to the detailed 
method by which the proportion held abroad of the outstanding 
sterling loans of Empire and Foreign Governments and Muni- 
cipalities has been computed.^ It is worth repeating that these 
foreign holdings are roughly indicated by the amount of interest 
paid in London free of income tax. 

Ster ling tranches placed abroad are also included in the total 
of loans to which the above percentages apply, so that the propor- 
tion held abroad as appearing from the above table is somewhat 
higher than the corresponding percentage which would apply if 
loans issued in London were exclusively considered. Nevertheless, 

^ See EIcon'omic Jottbistaj:*, June 1930. 
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Table I.i 

United Kingdom and Foreign Holdings of Dominion, Colonial 
and Foreign {Government and Municipal) Loans. 



TJnited 

Kingdom. 

Foreign. 

Dominion and Provincial Governments 

Dominion and Colonial Municipalities . 

Foreign Governments . . . . - 

Foreign Municipalities . . • . . 

90*4% 

88-6 

66-3 

74-6 

9-6% 

11-4 

43-7 

25-4 


it remains true that the amount of these loans held abroad has 
for some years been very substantial and is continuing to increase 
owing to the stimulus given to repatriation by the low quotations 
for a large number of these foreign bonds.® 

Table II. 

MritisJi Capital (nominal) invested in Dominion, Colonial and 
Foreign Government and Municipal Loans; Income derived 

and Sums repaid. 

(£ 000 .) 



W33. 

1932. 


Capital. 

Income. 

Repay- 

ment. 

Capital, 

Income. 

Repay- 

ment. 

l>oiQiziion and Colonial 
€k>vemzQents 

Bominlon and Colonial 
Mnnicipalities . 
Foreign Governments 
Foreign Mimicix}alities . 

1,061,262 

85,828 

298,840 

33,666 

45,137 

4,001 

10,762 

1,226 

37,122 

1,490 

10,209 

571 

1,025,408 

83,531 

289,375 

33,586 

44,997 

3,922 

11,984 

1,474 

23,740 

3,061 

12,032 

853 

Total 

1,479,596 

61,126 

49,392 

1,431,899 

62,377 

39,686 


Despite repayments amounting to nearly £50 million, there 
was an increase of £48 million in the nominal amount of British 
capital invested in the above loans, of which £38 anillion represented 
an increase in Empire Loans and the balance in those of foreign 

The figures in this table are, in fact, the proportions of interest paid in 
London under tax deduction and free of tax, respectively, in 1933. A nxunber 
of loans are payable at the option of the holder in centres abroad as well as in 
London, and while this affects only slightly the total amount of interest paid 
in London to British holders, fortuitous variations do occur in the total amount 
and consequently the percentage of interest paid in London to foreign holders. 
Exchange rates and currency uncertainties naturally play a part in affecting these 
percentages . 

® The fact that over 10 per cent, of the loans of Dominion and Colonial 
Governments and M\micipalities is held abroad may also seem surprising. 
This, however, is largely explained by the substantial investment in these loans 
by Do min ion Government and local authorities of the ainTrin g funds held against 
internal and other loans. 
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countries. The increase in foreign loans may seem surprising in 
view of the substantial repayment and having regard to the 
virtual ban on new foreign issues. The explanation lies in the 
fact that the new foreign loans consisted mainly of issues for the 
funding of unpaid interest and frozen balances of which the out- 
standing example was the Argentine Government 4 per cent, loan 
for £13-^ million, issued in exchange for balances awaiting remit- 
tance to the United Kingdom in accordance with the terms of the 
Anglo-Argentine Trade Convention of May 1933. Kew cash 
actually subscribed to foreign loans amounted only to £5 million, 
as compared with repajunents of nearly £11 million. The domi- 
nion Governments in 1933 took advantage of their improved 
financial status to follow Britain’s example of the previous year 
by undertaking conversion and refimding operations not only of 
their internal debt but also in the London market. Consequently, 
the new issue market for Dominion loans was very active during 
the year. New issues in this market totalled £116 million, of 
which £79 million was subscribed for cash, the balance repre- 
senting conversion. The increase by £38 million in 1933 in the 
amount of British capital invested in Dominion loans is therefore 
aecoimted for by the difference between the new issues for cash 
and the loans repaid.^ The persistent decline in the proportion 
of foreign to Empire loans held by British investors is illustrated 
by the following table. 

Table III. 

British Investment in Empire and Foreign Loans 
{^Government and Municipal). 

(£ 000 , 000 .) 


End of 

Empire 

Loans. 

Foreign 

Loans. 

Total. 

Ratio of Foreign 
to Empire Loans. 

1928 

1,036 

364 

1,490 

26-0% 

1929 

1,061 

331 

1,412 

27-9 

1930 

1,080 

357 

1,437 

24*9 

1931 

1,104 

337 

1,441 

23-4 

1932 

1,109 

323 

1,432 

22-6 

1933 

1,147 

333 

1,480 

22-5 


The virtual cessation of foreign long-term lending, except for 
isolated cases of loans made with the consent of the Treasury, 
to certain countries in the sterling area, is reflected in the 

^ Repayments in Table II include not only tbe sums remitted to London 
in respect of sinking fund drawings and purchases, but also the sums raised in 
London to repay existing loans. In fact the larger part of the £79 million of 
cash subscriptions to new issues was employed for such repayments. 

No. 179. ^VOL. XLV. 


G G 
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above figures. Statistics compiled by the Midland Bank show 
that while cash subscribed in London on behalf of Governments, 
Municipalities and private undertakings declined in the case of 
the Dominions from £424 million in the six year period 1922—7 to 
£306 million for 1928—33, the amount for foreign countries declined 
from £311 roillion to £154 million for the comparative periods. 
It is perhaps no coincidence that the pronounced preference shown 
for Empire investments has been accompanied in recent years by 
a similar striking re-orientation in Britain’s oversea trade, the 
share of trade with the sterling area having increased noticeably 
at the expense of trade with other foreign countries. It is not, of 
course, suggested that the decline in Britain’s long-term invest- 
ments in foreign countries has actively influenced oversea trade 
in this direction. The Ottawa Agreements, the subsequent 
Trade Agreements with other countries in the sterling area and 
the high industrial costs prevailing in Gold Bloc countries were 
obviously the more relevant factors in this connection, while at the 
same time the Treasury ban on foreign issues would in any case 
have prevented any substantial flLotation of new foreign loans on 
the London market.^ Erom the point of view of the investor the 
significance of increased trade with the group of sterling countries, 
reinforced by the stimtilus given to gold production, lies in the fact 
that remittances between its constituents are facilitated, and the 
scope for investment in these countries increased. The next 
few’ years may, therefore, wdtness a marked accentuation of the 
preference shown by U.K. investors towards investment in the 
Empire. This conclusion is arrived at independently of a con- 
sideration of the Trustee Acts, which for many years have been 
largely responsible for the growth — ^not always prudent — of 
Dominion borrowing in London. 

Turning now to a consideration of income derived from 
investments in Dominion, Colonial and Foreign Government and 
Municipal bonds, the following figures show the trend since 1928. 

The remarkable stability of this income in spite of widespread 
default on foreign bonds is, of course, due to the preponderance 
of investments in Empire loans. Thus the decline of £6 million 
in income from foreign loans between 1928 and 1933 due to default 
and to a reduction in the total outstanding was coimterbalanced 
by an increase during this period of over £6 million in the income 
from Colonial loans as a result of new Do mini on loans issued in 

^ Even, in th.e absence of tb.e Treasury ban it is very doubtful if new foreign 
loans could bave been sueeessfully raised on any important scale during recent 
years. 
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liondon. llhiring 1933, as a result of the Gierman moratorium, 
other suspension of payments, notably b\* South American States 
and Municipalities, and intensification of restrictions in exchange, 
income from foreign bonds declined by nearly £1 J million from the 
previous year. 

Table IV. 

Income obtained from U.K. Investments in Empire and Foreign 
Loans (Government and Municipal). 

(£ 000 .) 






Empire Loans, 

Foreign Loans- 1 

. . . 

Total. 

1928 




43,820 

18,076 ' 

61,896 

1929 




46,416 

18,245 

64,66 1 

1930 



. I 

46,878 

i 17,798 I 

64,676 

1931 



• \ 

48,405 1 

j 1 ^ ,o 1 o 

65,920 

1932 



. 

48,919 

> 13,458 

62,377 

1933 

• 


• 1 

i 

49,138 

1 11,988 

61,126 


A preliminary examination of remittances in 1934 indicates 
that on balance income from foreign bonds was maintained. 
Cash payments in respect of German bonds were lower and isolated 
instances of new defaults were recorded, but these losses were 
counterbalanced by the partial resumption of interest payments, 
the case of Brazil being worthy of mention. The total amount 
of interest lost to British investors in respect of foreign Govern- 
ment and Municipal bonds since the end of 1930, when default 
became noticeable, until the end of 1934 is estimated at £16 million. 
Referring to Table II it may be observed that the average rate 
of interest obtained on Colonial Government and Municipal 
loans was still over 4J per cent, in 1933. Conversions both in 
that year and in 1934 have slightly reduced the average rate 
paid on these loans in 1934, but on the other hand interest on new 
loans has balanced this loss. Given a continuance of cheap money 
in the United Kingdom and of economic and financial recovery 
in the Dominions, a gradual reduction in the rate of interest 
through conversion and refunding operations may be anticipated. 

The income obtained from investment in Dominion, Colonial 
and foreign Government and Municipal bonds is provisionally 
estimated at £61*0 million for 1934. 

Gbotjb II. 

British Companies operating Abroad. 

The historical origin of the British company operating abroad 
is closely associated with some of the earliest pioneer work in the 

G o 2 
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development of overseas territories by British enterprise. Perhaps 
the most outstanding example of the fruits of this pioneer work is 
to he found in the network of important British railways in South 
America, and more especially the Argentine, in which a consider- 
able amount of British capital is invested. Despite the long 
history of these companies the foreign participation in the share 
and loan capital has been and remains very small, in fact seldom 
exceeding 2 per cent., except in the case of certain public utilities 
in South America, notably Tramways and Telephones, in which 
controlling interests have been acquired by XJnited States com- 
panies. The chief reason for this small foreign participation is, 
of course, the high rate of British income tax, which is a strong 
deterrent to would-be foreign purchasers of these stocks and 
bonds. Consequently, except for the automatic reduction in 
loan capital due to sinking fund and maturity repayments, and 
some alteration in nominal values due to capital reorganisation, 
the nominal amount of British capital invested in these companies 
has remained exceedingly stable firom year to year. Indeed, of 
recent years this characteristic has been even more marked owing 
to the absence of new issues on any important scale and the partial 
interruption of sinking fund repayments due to exchange restric- 
tions over a wide area. The next table records the amotmt 
invested in various enterprises and the income obtained from these 
investments . ^ 

The only notable change in 1933 in the share capital held by 
British investors occurred in the case of iVIines, the nominal 
amount of capital having risen by £8 million, partly as a result of 
new issues for cash and partly owing to an issue of shares in ex- 
change for the sterling debentures of a foreign railway company.^ 

Income figures in Table V represent the dividends and 
interest actually paid to XJ.IC. investors before deduction of in- 
come tax. The total of this income in any year may differ 
considerably from the gross receipts accruing to the XJnited 
Kingdom in respect of the operations of British companies 

^ Tills table inclixcies tbe capital of all Britisb. registered, companies whose 
plant and equipment are entirely or mainly situated abroad, A number of 
companies, however, particularly among those classided as Coimnercial and 
Industrial/’ do extensive business both at home and abroad and possess impor- 
tant hxed assets in the XJnited Kingdom and overseas. The larger companies 
of this nature have been covered by these investigations, but no attempt has 
been made to estimate in detail the foreign assets of minor companies- Uor 
details of the method used in arriving at the above figures the reader is referred 
to previous articles (see Kcoxomic JomtKAn, September 1931 ). 

^ Apart from repayments almost all other changes are ascribable to capital 
reconstruction or issues in exchange for unpaid interest, the amount of new 
capital raised in cash during the year having been negligible. 
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abroad during the year. Tbe latter include remittances for head 
office expenditure and remuneration of directors resident in 
London, as well as sums invested in the IT.K. as an addition to 

Table V. 

U.K. Capital invested in British Companies operating Abroad; 
Interest and Dividends received and Loan Capital Repaid. 

(£ 000 .) 


Share Capital. 


Xoan Capital. 


4 Amount. Dividends. Amount. Interest. 


Repay- 

ment.^ 


Dominion and Colonial Kails 
Indian Kails 
India Railway Annuities 
American Rails 
Foreign Rails 
Banks • 

Breweries 
Canals and Docks 
Commercial and Industrial 
Electric Bight and Power 
Financial Band and Investment 
Gas 

Iron, Coal and Steel 
Mines • 

INitrates 
Oil 

Rubber 
Shipping 
Tea and Coffee 
Telegraphs . 

Tramways . 

'VTaterworks . 


1,600 

20.900 

800 

221,200 

26.300 
4,700 

1.400 

65.600 
7,000 

86,000 

11,700 

7.600 
72,500 

3.400 
108,600 

81.300 

12,100 

38.600 

23.900 

15.600 

4.600 


1,872 

44 

2,220 

o lOO 

2,154 

572 

1,534 

1,263 

136 

2,292 

10,170 

200 

457 

1,226 

1,744 

337 

309 


1932. 

27.300 
43,200 

24.300 
800 

173,100 

600 

2.300 
19,800 

6,600 

26,900 

1.300 

2,100 

7.300 
1,700 

12,400 

5.600 

6,000 

2.600 

4.300 
18,500 

1,900 


1,415 

1,5S1 

1,13S 

oc> 

4,769 

33 

145 

545 

295 

1,056 

89 

62 

534 

61S 

140 

213 

107 

ISl 

425 

101 


40 

1,290 

225 

270 

761 

265 

433 

341 

59 

54 

330 

26 

7 

148 

17 


Total 

• 

. 

816,200 

29,029 

388,600 

1 13,484 

4,776 

Dominion and Colonial Rails 



' 

1,600 


1933 . 

27,100 

822 

919 

Indian Rails 



20,900 

1,800 

44,400 

1,625 

— 

Indian Railway Anniiities 



— 

— 

23,100 

1,225 

1,203 

American Kails 



800 

42 

800 

32 

Foreign Kails 



221,200 

1,619 

175,200 

4,406 

65 

Banks .... 



26,300 

2,080 

— 

— 

— 

Breweries 



4,700 

396 

800 

34 

— 

Canals and Docks . 



1,400 

— 

2,300 

128 

— 

Commercial and Industrial 



65,400 

2,220 

20,600 

788 

3,250 

Electric laght and Power 



8,200 

597 

7,000 

283 

70 

Financial, Band and Investment 


86,200 

1,268 

26,600 

930 

327 

Gas .... 



11,800 

1,275 i 

2,000 

93 

46 

Iron, Coal and Steel 



6,700 

115 1 

i 2,200 

66 

— 

Mines .... 



80,300 

2,905 i 

6,300 

305 

620 

Nitrates 



3,400 

— 

1,700 

— 

— 

on ... . 



108,600 

11,125 1 

12,100 

63S 

279 

Rubber 



81,500 

269 I 

5,600 

174 

1 — 

Shipping 



11,800 

540 

5,600 

197 

697 

Tea and Coffee 



38,600 

1,429 

2,400 

101 

4 

Telegraphs and Telephones 



24,000 

1.192 ! 

4,300 

175 

2 

Tramways . 



15,500 

349 

15,300 i 

344 

310 

Waterworks . 



4,600 

229 

1,900 

82 

3 

Total 

- 

• 

823,500 

i 

29,450 

i 

387,300 

I 

12,448 

7,795 


Repayments in all cases are actual sums repaid as distinct from the nominal amounts. They 
also include, in a few instances, the sums returned to shareholders in connection with the reduction 
of ordinary share capital or redemption of preference shares. 


reserves. In good times the former may amoiont to as much as 
£10—16 million, while the sums placed to reserve out of profits 
may be considerable. Conversely, in bad times substantial 
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sums may be dra\%*n from reserves in the United Kingdom to meet 
head office expenses and for payment of dividends.^ 

In spite of the intensification of world depression as a whole 
in 1932, the year prior to the abandonment of the Gold Standard 
in the United States, total dividend payments were slightly higher 
in 1933, although interest on loans was reduced by another £1 
million as a result of increased exchange restrictions and further 
defaults. Oil companies recorded better results, while the earnings 
of lyrining and Tea companies began to refiect the favourable 
influence of the restriction schemes in Tin and Tea.® On the other 
hand, exchange difficulties were chiefly responsible for a decline in 
dividends remitted in the case of railway and telegraph companies 
in South America. The following figures show the dividends 
distributed to U.Kl. investors since 1929 by British companies 
operating overseas. 


Dividend Payments of British Companies operating Abroad. 



I>ividends Distributed, 

Percentage of Capital. 

1929 .... 

£67,674,000 

8-4% 

1930 . . . • 

58,966,000 

7*1 

1931 .... 

33,296,000 

4-1 

1932 . . . . ! 

29,029,000 

3-6 

1933 .... 

29,450,000 

3*6 

1934 (provisional estimate) . 

33,200,000 

40 


Dividends in 1934 are provisionally estimated to have increased 
by £3f million as a result of the noticeable recovery in the summer 
months of 1933 and the spring of 1934. Changes in earnings tend 
to follow closely changes in the world price level and for a time the 
depreciation of the dollar, as already stated, was successful not only 
in raising prices in the United States but also in the sterling area 
and in Gold Standard countries.® A more important contribution 
to the improvement in 1934 in the earnings of British companies 
abroad was made by the international restriction schemes in Tin, 
Tea and Rubber. 'Whereas during the downward course of a trade 
cycle restriction schemes become ineSective since they tend to 
accelerate the shrinkage in demand, a considerable measure of 

^ For Ijlie purposes of th.© osilculaifioxi. of th.© TT.K. l>ail£tin.ce of payixieii'ts th.© 
above estinuaties of iucouie c ann ot, tlierefore, b© applied unless appropriately 
adjusted. 

® The improvement in th.© earnings of gold mines is dealt with, in the next 
section, th© South African gold-mining companies being nearly all registered in 
the Union of South Africa. 

® In the autumn of 1933, however, th© whole of this improvement was lost 
and the decline in the dollar exerted a marhed deflationary effect on world 
prices. 
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success may be achieved during the period of recovery. The 
remarkable extent to which prices of commodities subject to 
restriction schemes have, in fact, responded to the ciirtailment in 
production since 1932 is shown herewith : 


Average Yearly Prices. 




1934. 

f 

1933. 

1932. 

Tin (per ton) 

i 

£230 Is. od. 

: £194 11s. Id. 

i £13o ISs. lOd. 

Tea (per lb.) 


13-27d. 

lV7Sd. 

9-45d. 

Rubber (per lb.) 

i 

6-24«?. 

Z2od. 

2-34d. 


The importance of the rise in the prices of these commodities 
may be gauged from the fact that about £100 million of British 
capital is invested in companies producing Tin and Bubber in 
Malaya alone and over £40 million in Tea companies in India and 
Ceylon. 

Group III. 

Companies Eegistered Overseas. 

The bulk of investment in the bonds and shares of Foreign 
and Colonial companies {i.e. companies registered abroad) is of 
more recent date than the capital examined in the previous section. 
In fact, it may be said that the growth of the form of investment 
now being considered indicated the diminished scope for the 
direct development of overseas territories by British skill and 
enterprise, and the desire of I>ominion and foreign countries, 
after a certain stage, to proceed with further developments 
tmder their own management. The incidence of British income 
tax, particularly in post-war years, has been an important 
factor in this connection. Nevertheless, a large number of com- 
panies registered in the Dominions is substantially owned and 
virtually controlled by British interests.^ Unlike those dealt 
wdth in the previous section, many of the securities classified 
in Table VI below are quoted in a number of foreign centres, 
more particularly New York, Paris and Amsterdam. It follows 
that in a year of active Stock Exchange dealings a considerable 
change may take place in the total nominal amount held in the 
United Kingdom. Owing to the fairly high proportion of bearer 
securities in the case of foreign companies, the nominal amounts 

^ The South African gold mines are the principal example of such companies, 
although large blocks of the shares are held in South Africa and on the 
Continent. 
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of capital shown in the next table include items which can only 
be approximately assessed.^ 


Table VI. 

2\07ninal British Capital invested in Foreign and Colonial 
Companies ; Interest and Dividends received and Loan 

Capital repaid. 

(£ 000 ) 


i 



Share Capital. 

Boan Capital. 

IN'ominal 

Amount. 

Dividends. 

Xominal 

Amount. 

Interest. 

Kepay- 

ment. 

Dominion and Coloxdal Kails . 
American Kails .... 

Banks ...... 

Breweries . . . . - 

Canals and Docks .... 

Commercial and Industrial 

Blectric Bight and Bower 

Financial Band and Investment 

Iron, Coal and Steel 

Skfmes .... • « 

Kitrates ..... 

oa ...... 

Shipping ..... 

Telegraphs and Telephones 

Tramways ..... 

Foreign Kails .... 

Gas ...... 

"Waterworlss ..... 

Total .... 

62,500 

18,200 

25.600 
1,300 
1,600 

63,700 

15,200 

26,800 

6,800 

56,800 

3.000 
20,300 

6,600 

6.000 

10.600 

j- 19,000 » 

1,616 

308 

1,472 

24 

1,946 

5,613 

1,023 

626 

198 

6,975 

140 

342 

494 

113 

1,225 

1932. 

159,600 

9,700 

18,000 

100 

2,800 

24,400 

30,700 

25.000 

10.000 
6,600 
5,300 

^00 

10,000 

11,200 

60,600 

400 

7,088 

571 

862 

5 

1 

1,321 

1,536 

1,013 

506 

462 

226 

47 

558 

549 

2,340 

22 

6 

227 

258 

602 

1,095 

393 

62 

76 

78 

208 ^ 
52 

31 

12 

425 

"52 

344,000 

22,115 

375,200 

17,113 

3,571 

Dominion and Colonial Kails . 
American Kails .... 

Banks ...... 

Breweries ..... 

Canals and Docks .... 

Commercial and Industrial 

Electric Bighting and Power . 
Financial Band and Investment 

Iron, Coal and Steel 

Mines ...... 

i^'itrates . . , , . 

Oil 

Shipping ..... 

Telegraphs and Telephones 

Tramways ..... 
Foreign Kails .... 

Gas 

Waterworks ..... 

Total .... 

63.500 

17.300 
26,000 

1,300 

1,600 

70,000 

16.500 

21.900 
6,800 

57.900 
3,000 

19.300 
6,600 
5,700 

10,600 

j- 17,000 » 

123 

113 

1,399 

12 

2,064 

6,151 

1,018 

617 

245 

7,331 

720 

368 

346 

2 

1,000 *1 

1933, 

158,200 

9.200 
15,100 

100 

2,800 

21.400 

28.400 
23,000 

8,900 

8,300 

5.200 

700 
9,400 
10,800 
47,900 * 
400 

6,531 

448 

570 

6 

1,094 

1,368 

1,002 

331 

582 

10 

33 

610 

420 

1,815 

22 

500 

1,459 

3 

870 

2,054 

299 ^ 
108 

178 » 

71 

1 278 1 

42 

73 

1 12 

3,698 

345,000 

20,509 

349,800 

14,741 

9,645 


^ Bepayments m certam viz. Financial l4and and Investments, Mines and Oil include 

repayments of capital to shareholders. * wn, inciun© 

great preponj.erance of bearer securities in the categories Foreign Bails, Oas 
&Ppro^^atlo^^* estimates for share capital and dividends in these three sections are only 

cap^al outstanding hi Foreign Bails from £60*6 million in 
1932 t o £4 7 9 mulicm m 1983 ^ explained only partly by the substantial repayments GDhe chief 

sterling debentures of a foreign railway for sb£e?of a mlniTig com- 


^ The task of measuring the change in the nominal amoxmt of share capital 
held in the United Kingdom ftom year to year is also rendered more difficult 
by the inclusion of shares of no par value which figixre in the above table at the 
values assigned to them in latest available balance sheets. 
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success may be achieved during the period of recovery. The 
remarkable extent to which prices of commodities subject to 
restriction schemes have, in fact, responded to the ciirtailment in 
production since 1932 is shown herewith : 


Average Yearly Prices. 




1934. 

f 

1933. 

1932. 

Tin (per ton) 

i 

£230 Is. od. 

: £194 11s. Id. 

i £13o ISs. lOd. 

Tea (per lb.) 


13-27d. 

lV7Sd. 

9-45d. 

Rubber (per lb.) 

i 

6-24«?. 

Z2od. 

2-34d. 


The importance of the rise in the prices of these commodities 
may be gauged from the fact that about £100 million of British 
capital is invested in companies producing Tin and Bubber in 
Malaya alone and over £40 million in Tea companies in India and 
Ceylon. 

Group III. 

Companies Eegistered Overseas. 

The bulk of investment in the bonds and shares of Foreign 
and Colonial companies {i.e. companies registered abroad) is of 
more recent date than the capital examined in the previous section. 
In fact, it may be said that the growth of the form of investment 
now being considered indicated the diminished scope for the 
direct development of overseas territories by British skill and 
enterprise, and the desire of I>ominion and foreign countries, 
after a certain stage, to proceed with further developments 
tmder their own management. The incidence of British income 
tax, particularly in post-war years, has been an important 
factor in this connection. Nevertheless, a large number of com- 
panies registered in the Dominions is substantially owned and 
virtually controlled by British interests.^ Unlike those dealt 
wdth in the previous section, many of the securities classified 
in Table VI below are quoted in a number of foreign centres, 
more particularly New York, Paris and Amsterdam. It follows 
that in a year of active Stock Exchange dealings a considerable 
change may take place in the total nominal amount held in the 
United Kingdom. Owing to the fairly high proportion of bearer 
securities in the case of foreign companies, the nominal amounts 

^ The South African gold mines are the principal example of such companies, 
although large blocks of the shares are held in South Africa and on the 
Continent. 
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The increase of £3-0 million estimated for 1934 reflects the 
improvement in earnings in the sterling area during the year as 
well as the further depreciation in sterling which was responsible 
for another advance in the average price of gold, from £124 95. 
per oz. in 1933 to £137 85 . in 1934. Dividends received in the 
United Kingdom on account of gold-mining shares are estimated 
to have increased by a further £1*5 million in 1934. 

Summary. 

The complete results for 1933 for the three classes of securities 
examined in the previous pages are summarised in the following 
table and compared with the corresponding results for two 
previous years : — 

Table VII. 

NomiTial Amount of British Oversea Investment in Quoted 
Securities ; Interest and Dividends received and Loan 

Capital repaid. 

(£ 000 .) 


! 

Capital. 

Income. 

Repay- 

ment. 

^Foreign, Dommion &n,d Colonial Govern- 
ments and MnnicipaHties 

British Companies abroad 

Foreign and Colonial Companies 

'JL^otal • • • • • 

1.441.000 

1.210.000 
769,000 

1931. 

65,920 

48,747 

40,846 

16,267 

4,900 

5,586 

3,410,000 

1 

155,513 

26,752 

Foreign, Dominion and Colonial Govern- 
ments and Municipalities 

British Companies abroad 

Foreign and Colonial Companies 

Total • , . . . 

1 

1.432.000 

1.204.000 
719,000 

1932. 

62,377 

42,513 

39,228 

39,686 

4,776 

3,571 

3,355,000 

144,118 

48,033 

Foreign, Dominion and Colonial Govern- 
ments and Municipalities ... 

British Companies abroad 

Foreign and Colonial Companies 

Total ..... 

1.480.000 

1.211.000 
695,000 

1933. 

61,126 

41,898 

35,260 

49,392 

7,795 

9,646 

3,386,000 

138,274 

66,832 


The nominal amount of British capital invested abroad in 
marhetable securities at the end of 1933 is estimated at £3,386 
million. This total does not, of course, include the considerable 
amount of investment in property, mortgages, etc., and in 
securities not regularly dealt in on the London market. Dollar 
bonds and shares are an important part of this item and these are 
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held predominantly by Insurance Companies and Investment 
Trusts. 

Returns received from a number of American companies 
indicate that British participation in their share and loan capital 
was somewhat less at the end of 1933 than in the previous year; 
this is also confirmed by an examination of the change in the 
volume of dollar securities held by Investment Trusts in these 
years. The sharp decline in business activity in the United 
States leading up to the grave banking crisis of the spring of 1933 
caused some selling of investments and, although boom conditions 
again prevailed on 'Wall Street during the summer months, 
uncertainty about the future of the dollar was too great to permit 
of any appreciable reinvestment.^ The nominal amoimt of 
British capital investment other than in quoted securities is, 
therefore, approximately estimated at £280 million at December 
1933 as compared with £285 million at December 1932, Xo great 
accuracy is claimed for this figure, since it is intended to cover not 
only security investments, but also a large number of miscellaneous 
assets of companies and individuals to which in any case a nominal 
value can only be arbitrarily assigned. 

However, if this approximation is added to the statistically 
more reliable figure arrived at above, British capital employed in 
all forms of oversea investment is calculated at £3,666 million at 
the end of 1933, as compared with £3,640 million at the end of 
1932. Although the absolute change in the nominal amount is of 
little significance, the reversal in 1933 of the downward trend 
which had been in evidence since 1930 is important. 

A comparison of the sums raised on the London market for 
oversea issues with the amounts repaid through the operation of 
sinking funds and maturities may be of interest. 



British Subscription to 
New Overseas Issues- 

Repayment to the 
United Kingdom. 

1929 





£96 million 

£49 million 

1930 





98 

39 

1931 





41 

i 27 

1932 





37 

1 48 

1933 



• 


83 

1 67 

1 


Repayments in 1933 amounted to an exceptionally heavy 
item of £67 million. The above figures, however, exclude con- 

^ It may be recalled that ia 1933 almost the whole of the XJ,K. per cent, 
dollar loans due 1937, of which $136 million was outstanding, was converted 
into TJ.K. sterling bonds. The proportion of this dollar loan held by British 
nationals had already been high prior to conversion, but farther amounts were 
purchased in New York before the final date for conversion. 
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versions, but not new issues, the proceeds of which have been used 
wholly or in part to effect redemption of existing loans. Such 
refunding operations, which were of frequent occurrence in 1933, 
account for the apparently large volume of repayments during 
that year. 

Income from British Overseor Investments. 

The following table illustrates the trend of the annual income 
obtedned from Britain’s oversea investments since 1929. The 
ffgures show the income accruing to investors (before deduction of 
British income tax), and for reasons already stated (see p. 446) 
should not be applied in a calculation of the balance of pa3rments 
of the United Kingdom unless suitably adjusted. ^ 


TABIiB VIII. 

Britain's Oversea Investment Income 1929 — 34.2 



1934.2 

1933. 

1932. 

1931. 

1930. 

1929. 

Dominion, Colonial and 
foreign Gk>vemment and 
Municipalities . , 1 

61-0 

i 

61*1 

62*4 

65-9 

64-7 

64-7 

British Companies (regis- 
tered in the TJ.K..) . 

45-7 

41-9 

42-5 

48-8 

76-5 

86-0 

Foreign and Colonial Com- 
panies (registered abroad) 
Other Investments (not 
covered by above) * 

39*0 


39-2 

40-8 

51-0 

61-7 

12-1 


12-3 

13-2 

16-8 

18-5 

Total . . . 1 

\ 

158*3 

1 149-7 

156-4 

168-7 

209-0 

230-9 


The rise of £8*6 million in 1934 from the low figure of £149*7 
million in the previous year does not fully reflect the improvement 
that occurred in the remittances to the United Kingdom in 
respect of capital employed abroad. During the years of 
depression large sums were frequently drawn from reserves to 
meet dividend payments and other commitments, while the usual 
allocations to provide for depreciation and obsolescence were well 
below normal. The welcome improvement in earnings in 1934 
provided British companies with an opportxmity to improve their 

^ Account would, have to b© taken, not only of head office expenses and sums 
placed to or withdrawn from reserves, but also of the income derived by oversea 
nationals from tiieir investments in the TT TC. 

® The figures for 1934 are provisional, 

^ figure finally obtained, for the income from British investments in 

Forei^ and Colonial companies in 1933 is appreciably less than the forecast 
g^en in a previous a^icle. The loss in sterling income due to the depreciation 
of the dollar and to increased default was greater than anticipated. 

average rate of income derived from these investments is assumed to 
be the same as that obtained from negotiable securities. 
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financial structure, with the result that the proportion of profits 
placed to reserve during the year rose sharply. Thus from a large 
sample of reports of British companies (operating at home and 
abroad) the Economist estimated the sums placed to reserve at 
19*7 per cent, of profits in 1934, as compared with 11*5 per cent, 
in 1933 (see Economist, Jan. 19, 1935, p. 112). 

The factors responsible for the rise in investment income in 
1934 have already been discussed in previous pages. The out- 
look for further improvement is undoubtedly brighter than for 
some time past. Income from foreign Government and Municipal 
bonds is unlikely to suffer further serious loss through default, 
while, on the other hand, there is hope for an improvement in 
this income as a result of negotiations for at least partial resump- 
tion of service. The proposal of the Chilean Government to 
allocate the proceeds of an export tax on nitrate and copper for 
debt service is a case in point. The increasing trade within the 
sterling area, the prospect of a continued high price for gold and 
the operation of the restriction schemes in Tea, Tin and Rubber 
may afford a higher level of earnings for a large number of British 
companies operating abroad, while the latest restriction agree- 
ment for Copper may substantially raise the earnings of copper- 
producing companies in the Empire. On the other hand, beyond 
a certain point, any further improvement would seem to depend 
upon an increase of trade throughout the world and a general 
advance in world prices. The problem of securing these is 
closely associated with that of stabilisation of the major currencies 
at appropriate levels and of a general reduction in tariffs and other 
trade restrictions prior to or following stabilisation. However, 
even if these desirable objectives could be attained, it is question- 
able if Britain’s income from her Oversea Investment can for 
many years reach the high level of £300 million per annum such as 
prevailed in 1926 and 1927. Final settlements will result in a 
considerable reduction in the rate of interest payable on defaulting 
foreign bonds, while conversion and refunding operations will 
effect a gradual but substantial decline in the rate payable on 
Dominion loans. Restriction schemes may succeed in forcing 
up prices of important commodities to higher levels, but the 
stimulus given to production outside restricting areas and modem 
intensive research into the possibilities of substitute products 
indicate that the fantastic prices attained by certain articles in the 
years prior to the depression are no longer possible. 

Robert Kaxeerslev 



WAGES AISTD INTEREST : THE DYNAMIC PROBDEM 

I 

Very much, the most difficult and. awkward part of the theory 
of wages is that which abuts on the theory of capital and interest. 
It is impossible to have an adeq^uate theory of the determination 
of wages — at least in the short period — without having an 
adequate theory of capital and interest ; and up to the present 
that has not been generally available. 

Most modem theories of capital fall into one or two classes. 
On the one hand, there is the “ timeless ” type of theory, which 
treats capital as a factor of production like any other. Such a 
theory is that of J. B. Clark. In practice, it assimilates capital 
to land, treating it as the inexhaustible provider of a regular 
stream of resources. On the other hand, there is the “ period of 
production ” theory of Bohm-Bawerk and Wieksell. This treats 
capital as “ stored-up labour ” — ^labour stored up in the ‘past?- 

In spite of the controversies which have gone on between the 
adherents of these two theories, they both fall under the same 
condemnation. They are both “ stationary ” theories, built 
upon the hypothesis of a stationary state, quite satisfactory 
under that hypothesis, but incapable of extension to meet other 
hypotheses, and consequently incapable of application. In a 
stationary state they are both correct. The “ timeless ” theory 
is correct, because capital, in stationary conditions, miost always 
be renewed in exactly the same form as that in which it wore out ; 
even if it is technically exhausted, it is economically inexhaustible. 
Bohm-Bawerk’s theory is correct, because the amount of labour 
employed in producing new capital instruments must always be 
exactly the same as that which had been employed in the past 

^ In my book. The. Theory of Wages, I employed an nnkealtlxy amalgam of 
these two theories ; and. for this, at least, I was very properly rebulsed by Mr* 
Shove (Eco2!T03da:o JoxTRisrAj^, 1933, pp* 470—72). 

The present paper, which seehs to esplore a better path, owes something to 
I'isher’s Theory of Interest ; and more to those few worhs of [Professors Xandahl 
and Myrdal which axe accessible to one who does not read Swedish (Lindahl, 
“ The Concept of Income,*’ in the Cassel Essays ; M 3 ?xdal, ** Eer Qleichgewichts- 
begriff,” in Beitrdge zur Geldtheorie), I have also had the advantage of reading 
some unpublished writings by Mr. A. O. Hart, of Chicago, and Mr. V. Edelberg, 
of London, which bear closely upon my subject* 
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in producing a similar quantity of those instruments which are 
now in use. But once we leave stationary’ conditions, these 
convenient equalities disappear, and theories based upon them 
cease to be applicable. 

To found a theory upon an assumed equality, which is not a 
real equality, is a most dangerous thing to do ; for the more 
complex the theory becomes, the more specialised it becomes. The 
blinkers grow, until they shut out nearly all the landscape. One 
distinction blurred over breeds another, until we have in the end 
only a special case of a special case of a special case. 

If we must simplify (and of coume we must — to take into 
account all the complexities at one bound would be ridiculous), it 
seems much better to simplify in another way. I propose in this 
paper to employ all the ordinary simplifications of economic 
theory — ^those simplifications -which we can employ comfortably, 
because we have some idea of how to remove them — but not to 
employ the dangerous simplification of a stationary state. 

The first advantage of leaving stationary conditions is that it 
imposes upon us a new responsibility about time. In a stationary 
state, one moment of time is much like another, and it is possible 
to be very careless about time -without going far -wrong. But in 
dynamic conditions, the events of one moment are ordinarily 
different from the events of another, so that we are warned to 
mark them off clearly if we want to avoid confusion. 

One consequence of this seems to be that in dynamic analysis 
the assumption of continuity, which is so convenient in statics, 
becomes highly inconvenient. We are accustomed to thinking of 
economic magnitudes as continuous “flows,” but the convenience 
of this is limited to the static case, when the flows are constant 
through time. A flow which varies through time is very difficult 
to handle. Consequently it seems best to cut up the varying flows 
into short sections, each of which can be treated as constant. We 
can do this by supposing changes to take place, not continuously, 
but at intervals.^ 

Bearing these things in mind, let us draw up a set of simplify- 
ing assumptions . 

(1) We shall assume a community which is wholly engaged in 
the production of a single homogeneous good, which we shall call 
Bread. 

(2) Bread is made by the co-operation of labour (assumed 

1 It seems quite as legitimate to treat tb.e continuoxis varial^le time as if it 
were discontirLuoiis, as it is to treat the discontinuous demand schedule as if it 
were continuous. 
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homogeneous) -vv-ith capital goods (not homogeneous) which we 
shall call Equipment. Equipment may include land, buildings, 
machinery, raw materials, and half -finished goods. 

(3) Since every part of time has characteristics of its own, we 
cannot manage the analysis of more than a finite period of time. 
In particular, the period of time under consideration must have a 
beginning. Everything which takes place before that beginning 
is a datum. 

(4) At the beginning there exists a certain amount of Equip- 
ment, and a certain stock of finished Bread. The Bread and 
the Equipment are owned by entrepreneurs ; but against these 
assets, the entrepreneurs have I>ebts, owed either to the labourers 
or to rentiers. The amounts of initial Bread, initial Equipment, 
and initial Debts are the necessary result of what has gone before, 
and are therefore all data. 

(5) In order to avoid monetary complications, we shall pro- 
visionally assume that all prices (including Debts) are reckoned in 
terms of Bread. The rate of interest is a “ bread ” rate of interest ; 
it arises out of a contract to supply so much bread in the future in 
return for so much bread now. 

(6) Transactions take place discontinuously. Let us say that 
the market is only open on one day in the week (Monday) ; on that 
day labour is hired, labour is paid, and on that day loans are 
made. (Equipment, on the other hand, is not exchangeable.) 
We shall also assume here that all loans are made for the week, 
and can be repaid if either party desires on the following 
Monday. This is a more dangerous assumption than most, since 
it implies that all loans are short. It is not, however, the sort of - 
assumption which is very difficult to remove. 

(7) Lastly, I assume perfect competition in the market for 
labour, in the market for loans, and consequently in the market 
for bread. 

II 

In our simplified economy there are thus two prices : a rate of 
wages and a rate of interest. On each market day these two 
prices have to be determined, the rate of wages at that level which 
will equate the demand and the supply for labour on that day, the 
rate of interest at that level which will equate the demand and the 
supply for loans. Now these demands and supplies are simply 
the resultants of the actions of individual entrepreneurs, labourers 
and rentiem ; so that in order to discover the principles governing 
them, we have to examine the position of a representative entre- 
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preneiir, a representative labourer, and a representative rentier 
respectively . 

The representative rentier finds himself on the first Monday 
with certain debts due to him (debts which include accrued 
interest, that being also a “ bygone ’*). He has to decide how 
much of this sum to consume, and how much to reinvest. HLs 
decision will depend, in the general case, upon his relative prefer- 
ences for present consumption, and for consumption at various 
future dates ; upon the current rate of interest and upon the rate 
of interest which he expects to rule in future weeks. These are 
the things, that is, which he may take into account ; it makes no 
difference to our analysis if he is, in fact, much less circumspect, 
and bases his decision (say) only upon the current rate of interest, 
and his desires to possess certain capital values at the end of the 
first week. 

If we could assume that the labourer cannot vary the amount 
of labour which he is willing to perform in any particular week, 
then the position of the labourer would be substantially similar to 
that of the rentier. He receives a certain claim to bread on the 
first Monday (either in respect of past services or as an advance on 
future), and he has to decide how much to consume now and how 
much (if any) to invest. The only difference would be that his 
decision may be affected by his anticipations of future rates of wages. 

If we must assume that the labourer can vary the amount of 
labour he performs, so that he has to choose how much labour to 
perform now, a rather more difficult problem emerges. But 
although it could be dealt with by the general methods of this 
paper, it seems unnecessary to consider it here. 

The representative entrepreneur has to consider how much 
labour to employ now, and how far he will increase (or diminish) 
his debts. This last will depend partly upon his relative prefer- 
ences for present and future consumption (in which matter he 
behaves just like a rentier), but partly also upon his estimates of 
the profitability of production. His demand for labour will depend 
wholly upon bis estimates of the profitability of production — ^that 
is to say, upon the particular production plan he chooses to adopt. 

A production plan can be regarded, on the basis of our simpli- 
fying assumptions, as a series of outputs of bread in successive 
weeks, together with the series of inputs of labour necessary to 
obtain those outputs.^ For the entrepreneur has actually to 
determine, not only how much labour he will employ in the first 

^ !EaGh outpnt to be reckoned at tbe date wben it is sold, each, input at the date 
when it is paid, 

No. 179. — ^voL. xiiV. 
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week, but how he will employ that labour, whether in the produc- 
tion of bread for the next market day, or in the production 
of bread for the more distant future (activity which, a week 
after, will only have resulted in the production of equipment). He 
has a choice between a wide variety of production plans, but not 
an unlimited variety, since his choice is conditioned by the 
amount of equipment -which is in his possession at the beginning. 
The fact that bis initial equipment is given imposes one relation 
on the stream of outputs and inputs. Thus, if all the inputs are 
given, and all outputs but one, we can tell what is the maximum 
output which can be obtained on that remaining date ; if all the 
outputs are given, and all inputs but one, we can tell what is the 
TniniTmiTu input necessary on the remaining date. This relation 
may be called, by analogy -with static theory, the 'production 
function. 

Since he works under this limitation, the entrepreneur -will 
only be able to increase his output at any specified date in the 
future, if he either diminishes his output at some other date, 
or increases bia employment of labour at some date or other. 
He cannot increase the output of any period without either 
fliTTninjabiiig some other output or increasing some input. 

Of the various possible plans, that one will be chosen which 
maximises the present value of the entrepreneur’s net assets.^ 
TTia estimation of this value depends partly upon the current rates 
of wages and interest, partly upon the wages and interest rates 
which he expects to rule at relevant dates in the future.® These 
latter rates are pure estimates, but on these estimates both the 
present value of his assets and the production plan adopted -will 
depend. 

Present value will be maximised when it is impossible to increase 
it by any variation in the production plan. Three kinds of varia- 
tion are technically possible ; (1) output of one date may be 
substituted for output of another date ; (2) input of one date may 
be substituted for input of another da-te ; (3) one output and one 
input may be simultaneously increased or diminished. Examina- 
tion of the third type of change gives us a set of marginal 
productivity conditions ; and it -will appear that when these 

^ This depends upon the assumption that he csau borrow or lend freely at 
£^e<i rates of inteirest (perfect competition). Tlie entreprenenT’s preferences 
about consumption at dJHerent dates do not aSect tbe cboice of a production 
plan. !For any increase in tbe present value of big assets will always mabe it 
possible for bim to reacb a preferred consumption plan by suitable borrowing or 
lending. 

* More strictly, tbe probable rates. Cf. Marshall, ^Principles, 8th edition, p. 
858 — tbe last sentence in tbe book. 
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conditions are satisfied, changes of the first two types cannot be 
profitable either. 

Change of the third type will be unprofitable if the cost of any 
unit of future labour (discounted back to the present) or current 
labour (undiscounted) equals the discounted value of every 
alternative output that could be got from it. That is to say, the 
anticipated rate of wages in any period must equal the marginal 
product of that labour in any subsequent period (discounted back 
to that period), or to the marginal product of that labour in any 
previous period (accumulated on to that period).^ Once these 
conditions are satisfied, it follows that a small change of the third 
type must leave present value unchanged. But a small change 
of the first or second type can alw'ays be reduced to two changes 
of the third type ; if these leave present value unchanged, their 
sum must do so as well. The marginal productivity conditions 
are therefore enough to determine the production plan. 

But although these marginal productivity conditions are 
sufficient to determine the production plan, there is no need to 
put the conditions into this form if it is not convenient. We 
can, if we like, derive conditions from the first type of change — 
the substitution of one output for another. This would give us 
conditions analogous to Wicksell’s equation — ^the rate of interest 
equals the relative marginal productivity of “ time.” ^ Unlike 
Wicksell, however, we have to take into account the possibility 
that the expected rate of interest may be different at different 
future dates.® 

^ It Should be observed that in general tbe labour of any period bas as many 
marginal products as there are periods under consideration, for it Tcdll be possible, 
by employing extra labour at any particialar date, to increase output at any other 
period we choose, Future labour even has a maxgixiaJ product in the periods 
before it is actually applied ; for the output of bread in the near future might be 
increased at the expense of the deterioration of eqxiipment — ^which could be made 
good at a later date. (I owe this last point to Mr, Edelberg.) 

^ Lectures on JPolitical LJconoiny, Vol, I, pp. 172—184. 

3 Like the ordinary static marginal productivity theory, the above analysis 
assumes that the production fxmction is continuous. This assumption has caused 
trouble even in static theory (witness the disputes about constant coefficients ’’ 
or fixed proportions and it is much more dubious here. For there can be 
no doubt that a good many output-input pairs will be quite unrelated^ in the sense 
that a small increase in input at date could not facilitate any increase in output 
at date ^2» while a small diminution in input at could not leave all other outputs 
unchanged, even if output at date ^2 were abandoned altogether. 

The difficulty could be overcome by replacing our “ marginal products ” by 
marginal net products ” in the manner of Marshall, but it seems hardly worth 
while to work that out here. For the reader will observe that in the following 
section we never need to assume that any input- output pair is capable of variation ; 
we shall only use the marginal productivity conditions to give us the laws of 
adjustment for those pairs which are capable of being adjusted. 


sh: 2 
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III 

Like the marginal productivity conditions of static theory, 
our present marginal productivity conditions are only a means to 
an end. What vre want to discover from them is the way in which 
the firm’s production plan (and in particular its demand for 
current labour) will be affected by changes in the prices and 
price-anticipations which govern it. This we may now proceed 
to examine ; but it is very important to be clear first of all that the 
changes with which we are concemed are purely hypothetical 
changes. We are still on our first Monday ; we are examining the 
differences between the production plan actually adopted and 
that which would have been adopted if prices or price-anticipa- 
tions had been different. 

The only current prices which enter into the problem are the 
current rate of wages and the current rate of interest ; the only 
anticipated prices the rates of wages and rates of interest which 
the entrepreneur expects to rule in subsequent weeks. How will 
changes in these rates affect the current demand for labour? 

A fall in the current rate of wages (unaccompanied by any fall 
in expected rates of wages, or by any change in interest) will 
ordinarily increase the demand for labour in two ways. On the 
one hand, it will cause current laboizr to be substituted for future 
labour; on the other hand, it will reduce the marginal cost of 
output at various dates in the future. Consequently, it will be 
profitable to plan an expansion of future output, in whose produc- 
tion more current labour, at any rate, is likely to be used. 

A fall in the current rate of interest (accompanied by any fall in 
expected interest rates, or by any change in wages) will have 
exactly similar effects. It will raise the discounted values of all 
future receipts and future outpayments relatively to that of 
current labour ; and this comes to the same thing, in its effects on 
the production plan, as a cheapening of current labour. 

A fall in the rate of wages which is expected to rule at some 
future date (current rates, and all other expected rates, remaining 
the same) is less certain in its effects. It is natural to suppose 
that the labour of this futmre period would tend to be substituted 
for current labour, and therefore the demand for current labour 
would be diminished. But this is not certain ; for it is conceivable 
that the labour of the two periods may be technically complement- 
ary, so that the new production plan, although it is adopted 
because it uses more labour at the future date (when labour is 
expected to be cheap), may also demand the employment of more 
current labour as well. 
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A fall in the rate of interest expected to rule during some 
future period (once more, other rates being equal) is most likely 
to increase the demand for current labour. For it raises the 
discounted values of all the outputs subsequent to the future 
period in question, and also raises the discounted cost of all 
subsequent inputs. It thus becomes more profitable to produce 
certain outputs, and this will normally increase the demand for 
labour of any period ; but at the same time late applications of 
labour have become more expensive, so that the increased demand 
is likely to fall mainly upon the labour of earlier periods. Among 
these is current labour, and the demand for current labour is 
therefore likely to rise.^ 

These four cases give us the elements of our present problem ; 
for all possible changes in wages and interest can be reduced to 
combinations of these four cases. Some particular combinations, 
however, are so important that it may be useful if we work them 
out in detail. 

We have to recognise that the expectations of the future course 
of wages (and interest) are largely based on current rates; con- 
sequently a change in current rates is very unlikely to leave 
expected rates unchanged. When this is taken into account, we 
evidently ought to inquire what is the effect of a change in current 
wages (or interest) which induces a proportionate change in ex- 
pected wages (or interest) in the same direction. 

A general fall in wages (current and expected) will diminish the 
marginal cost of output at all dates, and must therefore lead to an 
expansion of output. This expansion may be general (at all 
dates), but it is not inevitable that it should be so. (Technical 
conditions may concentrate the increased output upon particular 
periods.) In order to produce the increased output, more labour 
will be needed; but how this increased demand for labour will 
be divided between current labour and future labour cannot be 
determined a priori. It is conceivable, though not perhaps very 
probable, that there might be no increased demand for current 
labour at all.^ Since future labour is unchanged in cost relatively 

^ Against this must be set the empirical fact (on which Marshall based his 
analysis of the ‘‘ short period *’) that initial equipment is likely to be fairly specific. 
This implies that the technically possible production plans are likely to vary more 
widely in the opportunities they ofier for the employment of future labour 
(particularly labour of the more distant future) than in the opportunities they ofier 
for current labour. In the present application, therefore, it would seem that the 
increased demand for labour is more likely to exert itself upon future labour 
(though labour of an earlier date than that at which the fall in interest is due) 
than upon current labour itself. 

® Compare the preceding note. 
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to current labour, there will be no direct substitution of one for 
the other. ^ 

A general fall in interest (current and expected) will lead to a 
more complicated change. It is now not merely a matter of 
future labour becoming dearer relatively to present ; future labour 
of every period becomes dearer relatively to all earlier labour 
(current and future), cheaper relatively to all future labour of a 
later date. There will therefore be a slight incentive to substitute 
current labour for labour of the near future, and at the same time 
a much stronger incentive to substitute it for labour of the distant 
future. Taking these together, it looks as if there would be a very 
definite increase in the demand for current labour.® 

But this is not all. The discounted values of all future outputs 
would be raised by an amount which would increase as the output 
date receded into the future. This would be a further factor 
tending to increase the demand for labour, which would exert 
itself upon labour of all periods ; but particularly upon those 
applications of labour which are appropriate for the production 
of increased output in the more distant future. There can be 
little doubt that this would be a further factor tending to increase 
the demand for current labour. 

Six cases are, perhaps, enough. They seem to show that any 
fall in wages or interest is likely to increase the current demand for 
labour, excepting a fall in the expected future rates of wages, 

^ Since the amount of labour employed will tend to increase relatively to the 
initial equipment, we may say, if we like, that there is substitution of current 
labour for past laboixr. iBut this is rather misleading, as the amount of past 
labour is embodied in the initial equipment, and is a datum* The use of such 
expressions in Chapter IX. of my Theory of Wages misled many readers, and to 
some extent the author himself. 

® Even this might conceivably be offset by queer forms of complementarity. 
Take the following special case. A fall in the rate of interest for all periods raises 
slightly the discounted cost of labour to be performed in three weeks’ time, and 
raises much more the discounted cost of labour to be performed in 20 weeks’ time. 
The important substitution will therefore be against labour performed in 20 weeks’ 
time — ^in favour of current labour, and labour performed in three weeks’ time. 
Now it is possible that lahoirr performed in three weeks’ time may he much more 
easily substituted for the distant future labour ; so that this substitution would be 
effective, while the substitution of current labour for the distant future labour 
(on account of technical conditions) would be relatively inefiEective. Further, if 
this was so, it would he possible for current labour to be complementary with the 
distant future labour; so that the marginal product of current labour might be 
di min is h ed, by the diminution in the planned employment of labour in 20 weeks’ 
time, more than enough to o^set its own increased relative cheapness. Whence 
the demand for current labour might be diminished. 

This is perhaps improbable, but it is not inconceivable. It is given here as 
an example of the things not dreamed of in the philosophy of B6hm-Bawerk and 
Wicksell. 
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unaccompanied by a fall in current rates. This is, on the whole, 
what we should expect ; so far then our analysis has done no 
more than uncover a few (doubtless improbable) exceptions to 
a common-sense conclusion. 


IV 

These things, then, determine the firm’s demand for labour 
on the first Monday ; what determines its demand for loans ? 
Strictly, what we want is the extent to which it will desire to 
increase or dimmish its debts ; and this increase or diminution 
is the difference between its expenditure (on input and entre- 
preneurs’ private consumption) and its receipts from output. 
The demand for loans thus depends very largely upon the demand 
for labour, and this dependence can be a source of great confusion 
if it is not treated very carefully. 

There is, however, a way by which this difficulty can be 
avoided. The market for loans will be in equilibrium on the 
first Monday (demand will equal supply) if the extent to which 
entrepreneurs desire to increase (or diminish) the debts owed by 
them is exactly matched by the extent to which labourers and 
rentiers desire to increase (or diminish) the debts owed to them. 
Rentiers wiU desire to diminish the debts owed to them by an 
amount equal to their present consumption ; ^ labourers to increase 
(or diminish) the debts due to them by an amount equal to the 
difference between their wages and their present consumption. 
Therefore, if the loan market is to be in equilibrium, we must have 
Wages -h Entrepreneurs’ consumption — Output of bread 
== (Wages — Consumption of labourem) — Consumption of rentiers. 

Entrepreneurs’ consumption -j- Rentiers’ consumption 
-f- Labourers’ consumption = Output of bread. 

Remand for bread = Supply of bread. 

An obvious result, so it would appear ! Rut it conveys the less 
obvious message, that in order to determine the rate of interest, 
we need not examine that elusive thing, the “ capital market ” ; 
for if the market for labour is in equilibrium, and if the market 
for bread is in equilibrium, the market for loans must be in 
equilibrium too. 

The reason why we can refer back to the bread market in this 
way is that we have taken bread as our standard of value. There 
are two prices to be determined — a rate of wages and a rate of 
interest ; and three equations to determine them — equations of 

^ It will be remembered that these debts include accrued interest. 
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supply and demand for labour, loans and bread. Of these three 
equations (as in the system of Walras) one follows from the other 
two. But it is completely indifferent which of the three equations 
we strike out in this way ; convenience seems to dictate that we 
should strike out the equation relating to loans. 

As an example of the sort of analysis which now becomes 
open to us, let us take the case of Trade Union action. Suppose 
that on our first Monday the labourers form a Trade Union, 
and insist (successfully) upon a higher wage than they would 
otherwise have got. What will be the effect on employment ? 
That is to say, what will be the difference between the number of 
labourers employed under these conditions and the number who 
would have been employed at the same date if there had been no 
combination ? 

The analysis of the last section enables us to answer this 
question, so long as we can assume that the rate of interest is 
unaffected. It will depend to some extent upon the length of 
time for which the rise in wages above the competitive level is 
exptected to last ; but in any case the demand for labour on the 
fbrat Monday will probably fall — ^though, in view of the specificity 
of equipment, not much. 

Is it necessary to make any correction of this result for a change 
in the rate of interest ? We can investigate this by inquiring 
whether the higher rate of wages will affect the supply or the 
demand for bread. The supply of bread is (mostly) a datum, due 
to decisions which have been made in the past ; so it is only the 
demand for bread which may be seriously affected. JSTow, since 
the receipts of the labourers will have been increased, and they 
are not likely to desire to save all their gains, their demand for 
bread will probably rise. There is no reason why the demands of 
the rentiers should be affected. The only hope of preventing a 
rise in the total demand for bread, therefore, comes from the 
entrepreneurs . 

As a result of the rise in wages, the total value of the entre- 
preneurs’ assets (measured in terms of bread) must have been 
reduced- Consequently, on the basis of their present expecta- 
tions, they will have to plan a reduction in consumption either 
now or in the future. If they are quick to adjust their consump- 
tion habits, they may choose to consume less now; in which 
case the total demand for bread may be unaffected. But if they 
are not quick, the total demand for bread will rise, and the rate of 
interest will rise. 

The effects of a rise in the rate of interest can be worked out on 
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the same lines as before. It generally gives a seeondary fall in the 
demand for labour in addition to the primary fall.^ 

V 

This analysis of the ejffects of Trade Union action is, I believe, 
formally correct : that is, it is correct on its own assumptions. 
But it is not an analysis which can be applied to the real world in 
a rough-and-ready fashion — though it is capable of being extended 
in such a way as to make it applicable. 

Bor the world we have been analysing is a -world in -which 
wages are paid in bread, and the rate of interest is a “ bread ” rate 
of interest ; in the real world wages are paid in money, and the rate 
of interest is a money rate. This affects our analysis in two ways. 

On the one hand, since the enterprise does its calculations in 
money, and the price of its product in terms of money is not 
fixed, we have to take into account, when analysing the produc- 
tion plan, not only current and expected rates of wages and 
interest, but also the current price of the product, and the expected 
movement of that price. This means that when -we are analysing 
the effects of a rise in money wages, we have another set of indirect 
influences to take into account — ^indirect influences through the 
prices of products. 

On the other hand, since money is now taken as the standard 
of value, it is the equation of demand and supply for money which 
is available to determine the rate of interest. The “ consumption- 
good ” equation which we Tzsed before is now no longer available ; 
for it is fully occupied in determining the prices of consximption 
goods. This means that the reactions through interest are 
monetary reactions, and will depend in practice on the monetary 
system. 

Thus, in order to analyse the effects of a rise in money wages, 
we ought (1) to examine the effect on the production plans, assum- 
ing ixnchanged (current and expected) interest rates and prices of 
products; (2) to allow for the effect on product prices of any 
expenditxire of the increased wages ; ^ (3) to examine the secondary 

^ The distiDOtion, made in Chapter IX of my Theory of Wages, between im- 
employment due to the direct effects of a rise in wages, and unemployment due to 
indirect eSeots through capital consumption,” was therefore valid ; but the 
analysis of both effects was very faulty. 

The whole of that chapter ought to be withdrawn. Bohm-Bawerk was no 
substitute for mathematics ! 

2 It is possible that very little of the increased wages may be sx>ent before 
Monday week. If this is so, then (at this stage) the capital value of the entre- 
preneurs’ assets will be reduced, unless they expect an increased demand from 
the labourers later. And such a reduction might induce them to economise. 
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effect on employment by tbis roixte, still assiiming interest rates 
nncbanged. ; (4) to e:s:amine tbe effect on tbe demand for money of 
tbese previous adjustments (interest still nncbanged) ; (o) if we 
decide that tbe demand for money will be increased, to inquire 
whether that increased demand can be satisfied without a rise in 
the rate of interest. To answer these last questions will be a 
matter for monetary theory — ^but they do not looh unanswerable. 

IFinally, it should be observed that in all our investigations we 
have never got beyond our first Monday. There is no reason why 
theory should be becalmed at that point ; and it is clear that in 
order to give a complete answer to the problems we have raised, 
we ought to go on to see what happens on Monday week:. How- 
ever, time must go in its own order ; and Monday week will have 
to be another story. J. H. Hickls 

CrOTwillB und Cai'us College,^ 

Cambridge , . 



IXI>IA IN THE WORLD DEPRESSION 

1. The Course of the Depression. 

Trade fluctuations were not- unknown in India before 1929 ; 
a hundred years ago there was a prolonged economic depression 
in Southern and Western India, and there have been some milder 
slumps since. But before 1870, India’s connection with the rest 
of the world had been very imperfect, and price movements in 
Europe had no very active influence on Indian prices. Even the 
“ Great ” depression of 1873—96 had hardly any echo in India; 
■while prices in Europe fell by 30 to 40 per cent., they remained 
fairly steady in India. This was perhaps largely due to the 
depreciating rupee exchange, but that "was not the only cause. 
With the adoption of the gold exchange standard by India 
to-wards the close of the nineteenth century, the rupee "was linked 
to the gold currencies of the West ; and the r^ular steam- 
transport and the largely increased demand for Indian cereals, 
jute and cotton in the first decade of the present century brought 
India into closer contact with Europe and America. In other 
words, India became an integral part of World Economy; her 
primary products became essential for the feeding of men and 
machines in the West, and she became a steady market for the 
finished goods of European industries. In result, India has had 
a f-ull share in the depression which started in October 1929 ; and 
her public finance as well as the private finances of her people 
came to be seriously affected by the slump. 

The fall of prices was heaviest dTiring the period from October 
1929 to December 1930. Most of India’s staples fell more than 
40 per cent, within fourteen months. The Calcutta index-number 
(base 1914), which stood at 143 in October 1929, fell to 91 by 
September 1931 — a fall of 36 per cent. The abandonment of the 
gold standard in September 1931 gave a temporary check to the 
slump, and there was a slight upward trend, but the downward 
course started again and by J'une 1932 the index-number fell to 
87 per cent. — ^a fall of 40 per cent. Since then, prices remained 
fairly stationary tintil April 1934, when a slightly upward ten- 
dency commenced, partly due to the recovery programme in 
America. Thus, between April 1934 and February 1936, cereals 
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sho-wed a rise of about 13 per cent., oil- seeds 19 per cent, and 
raw cotton 5 per cent. This, however, does not indicate any 
definite recovery ; some prices have again sagged, and the general 
index is still not above 90 — about 36 per cent, below the 1929 
level. 

The most notable feature of the slump in India is the wide 
disparity between the prices of primary products and finished 
goods. While rice slumped 52 per cent., oil seeds 65 per cent., raw 
jjute 53 per cent., and raw cotton 51 per cent., between September 
1929 and March 1934, cotton manufactures slumped only 29 per 
cent., metals 22 per cent, and sugar 26 per cent, during the same 
period. As India’s exports are chiefly primary products, tbia 
disparity has affected the barter terms of trade. The price- 
index for exported articles fell by 46 per ^cent., while that 
for imported articles fell only by 24*6 per cent. Hence the 
rapid decline in India’s balance of trade in merchandise from 
Rs. 80 crores in 1929 to Rs. 4J crores in 1932. The total value 
of merchandise exports fell from Rs. 330 crores in 1929 to 
Rs. 132*6 crores in 1932—33. Conditions, however, have since 
improved slightly. In the last financial year, exports came to 
Rs. 154 crores and the balance of trade to Rs. 22 J crores. The 
disparity between agricultural and industrial prices is also 
becoming narrower. 

2. The. Effects on the Depression. 

The i mm ediate result of the slump was the breakdown of the 
country’s purchasing power. The extent of this breakdown can 
be gauged from the fact that the value of the principal crops, 
which came to Rs. 1,018 crores in 1929, declined to Rs. 534 crores 
(by 62*5 per cent.) in 1933. It is true that a good part of the 
food crops raised in the country is consumed by the producer 
himself or exchanged in kind for services rendered ; and 85 per 
cent, of our cultivated area is under food-crops. But the culti- 
vator has to pay his land revenue and interest charges in money ^ 
and the burden of these fixed charges is crushing the agricultural 
classes to an extent unknown before. As a result. Government 
was compelled to make partial remissions of land revenue ; rent 
disputes have increased ; and the debts of agriculturists are 
hanging like a m i lls tone round their necks. 

It is well to recognise, however, that although India, has 
been hit by the world depression, her position is not so bad as 
that of many agricultural countries which have concentrated on 
the production of one or two commodities needed for the world 
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market. To take some examples : — Brazil specialises in growing 
coffee, which accounts for 70 per cent, of its exports; Cuba 
produces chiefly sugar almost entirely for export, and its export 
trade is nothing without sugar; certain parts of Africa (e.g^. 
Gambia, Senegal) are exclusively devoted to the production and 
export of groundnut. These lands depend entirely on world 
demand, and are sorely hit when the world markets fail. Take, 
for instance, the present position of sugar-producing countries. 
India imported 1 million tons of sugar in 1930—31 ; but she took 
only 264,000 tons in 1933—34. From Java alone her imports 
came to 809,000 tons in 1930—31 ; in 1933—34 it was only 194,000 
tons. Such cataclysmic changes in trade have completely dis- 
organised the economic condition of those countries. In this 
respect, India enjoys a much more stable position; in spite of 
the increasing demand for India’s staples from outside during 
the last sixty years, she still remains more self-sufficient than 
any country in the world, except perhaps China. Only a small 
share of her total production (7 to 10 per cent.) is exported. 
Out of her total cultivated area of 228 million acres. So per cent, 
is under food-grains, and so far as India (excluding Burma) is 
concerned hardly any part of the produce of that area is exported. 
Cotton comes next "with 14 million acres, and only 30 per cent, 
of that crop is exported. Jute and tea are raised on only 1 per 
cent, of the total cultivated area of India, and the bulk of both 
products (73 per cent, and 88 per cent, respectively) is exported. 
Fortunately for India, hardly any part of the country depends 
solely on one commodity. Her agricultural economy is broad- 
based on a diversified system of crops, a wise mingliTig of many 
subsistence crops with a few “ money ” crops. In this respect, 
even Australia and Argentina, Ceylon and Malaya, are more 
vulnerable than India. It must be admitted, however, that 
some parts of the country depend more than others on export 
trade ; Bengal, with nearly all the jute area in the countiry, is 
therefore the worst exposed to the risks of world dependence, 
but even Bengal has only 6 per cent, of her total cropped area 
xmder jute; and rice, which accounts for 80 per cent, of the 
area, is nearly all consumed at home. Hence the comparative 
mildness of the trade depression in India, and the absence of 
such wholesale unemployment and impoverishment as has come 
over several other agricrdtural areas of the world. The Indian 
peasant has often been blamed for his disinclination to change 
over from food-crops to “ money ” crops ; but this weakness has 
now become his strength. Nor is this the only matter in which 
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the instinct of the Indian peasant has served the country better 
than all the intricate reasoning of the economist and the 
administrator. 

Thus, India lasis got on better than many other countries 
during the depression. Other lands have sujEEered both from the 
slump in prices and from the fall of demand from outside ; India 
has chiefly suffered from the former. But, whether a country’s 
produce is disposed of within the country or without, the price 
which the producer gets is the thing that chiefly matters to him. 
From 1929 the Indian ryot found his income dwindling and his 
burdens increasing ; and in this respect the troubles of Indian 
agriculturists have been much greater than those of the large 
farmers in the U.S.A., Canada, Australia and Argentina, who 
have a greater staying power and easier means of recouping 
themselves. The Indian peasant, even in the best of times, 
lives on the verge of poverty ; and most of the economic surplus 
from agriculture normally goes into the pockets of the landlord, 
moneylender, or Government. The depression has increased the 
inequalities of distribution between these partners in the agri- 
cultural business. The shares of the Government, the landlord 
and the moneylender are fixed, and thus the risks have largely 
fallen on the peasant, who is the least capable of bearing them. 

The extent of suffering, however, varies between province 
and province and between the different classes of the community. 
Of the provinces, Bengal, and Behar and Orissa, are worst hit. 
The principal crops of these two provinces fell in value by 61 per 
cent, and 58 per cent, respectively between 1929 and 1933, 
while those of Bombay, XJ.P. and the Punjab have fallen only by 
30 per cent., 35 per cent., and 36 per cent, respectively. 

Of the different agricultural classes, those who cultivate with 
hired labour are worse hit than the small-holder who cultivates 
with his own labour and raises various kinds of produce. Land- 
owners who get their rent in money are well off, but those who 
receive in kind have lost. The labouring classes have compara- 
tively gained where there is ample employment, but in several 
areas there has been an increase of unemployment and under- 
employment. This is particularly the case in the jute areas of 
Bengal. 

But all these agricultural classes have suffered much more 
than the industrial population of the country. Owing to a 
vigorous policy of Protection followed since 1925, an in- 
ordinate increase of revenue tariff in recent years, and the 
Swadeshi spirit preached by Mr. Gandhi, the demand for the 
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products of Indian manufactures has increased, and industrial 
production in the country has greatly expanded. In 1928—29, 
Indian mills produced only 1,893 million yards of cotton goods 
(out of a total available quantity of 3,830 million yards), but by 
1933—34, Indian mill production increased to 2,945 mini on yards — 
an increase of 55 per cent, in five years. The progress of the sugar 
industry is even more striking. In 1925—26, there were only 
41 sugar mills producing 91,399 tons of white sugar: in 1933—34, 
there were 128 mills producing 554,000 tons. Thus sugar pro- 
duction increased sixfold in eight years. Large progress has also 
been made in iron and steel, cement, woollens and several small 
industries, and in particular the provinces of Bombay and U.B. 
have largely benefited by these developments. While such 
progress has been going on in India, industrial production had 
been drastically curtailed in Europe and America, and no other 
country except Japan has made such rapid strides in industrial 
production as India has done during the last five years. 

3. How Financial Equilibriv/m was Restored. 

The depression affected the Government’s finances at an 
early stage. By March 1931, the fi n ancial position showed 
unmistakable signs of dislocation. CJustoms duties being re- 
sponsible for as much as 62 per cent, of the total tax-revenue 
of the Government of India, the heavy decline in foreign trade 
involved a sharp fall in customs revenue. Income-tax, which 
comes next in importance with 22 per cent, of the tax-revenue, 
was also seriously affected. The profits of companies assessed 
to income-tax, which averaged Rs. 53 crores for eight years 
end ing March 1930, fell below 29 crores in 1932—33. As for the 
co mm ercial departments, the revenue from railways and other 
non-tax revenue, which amounted to 30J crores in 1923—24, fell 
to 19j crores in 1929—30, and was only Rs. 5^ crores in 1933—34. 
In March 1931, customs duties and income-tax rates were in- 
creased. The budget for 1930—31 closed with a deficit of Rs. 
11^ crores, and the deficit expected for 1931—32 was Rs. 19 J crores. 
The declining price of Government securities disclosed the true 
state of Government’s credit. The 3^ per cent, sterling stock, 
which stood at about 60 in April 1931, fell to 43J in September. 
The gold standard was abandoned in September, following the 
example of Great Britain, and if this action had been accompanied 
by any inflationary measme, it would have resulted in the most 
disastrous consequences. 

The Government of India fully realised the seriousness of the 
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situation. A committee for retrenchment of expenditure had 
already been appointed for suggesting lines of economy, and it 
worked in various sub -committees. On 29th September, 1931, 
Sir George Schuster placed a supplementary budget before the 
Assembly. For meeting the impending deficit, three lines of action 
were proposed : namely, retrenchment, an emergency cut in salaries, 
and fresh taxation. The expenditure of Government, both civil 
and militaiy, was cut down ; and the extent of the retrenchment 
will be clear from the fact that the defence budget, which stood 
at Rs. oo-lO crores in 1929— 30, was brought down to Rs. 44*38 crores 
in 1934—35, The cut of 10 per cent, in the salaries of Government 
servants was much criticised at the time, but the future historian 
will perhaps consider it too mild a measure and will disapprove 
of its regressive character, the rate being uniform for all salaries 
between Rs. 40 and Rs. 7,000 per mensem. To make up for the 
fall in revenue, a surcharge of 25 per cent, was placed on import 
duties, excises and income-tax. In this way, expenditure was cut 
down and revenue was increased ; and, in the words of the Rinance 
Member, a solid barrier was erected against the possibility of 
India getting on to the slippery slope of inflation. In result the 
deficit for 1931—32 was reduced to Rs. Ilf crores and the budget 
for 1932—33 closed with a surplus of Rs. 1 J crores. In both years, 
a liberal provision (nearly Rs. 7 crores) was made for the reduction 
and avoidance of debt, and therefore it must be pointed out 
that, so far as the budgetary income and expenditure were con- 
cerned, Gk>vemment not only paid its way but also provided 
Rs. 3J crores for the reduction of debt. 

In the following year, 1933—34, customs duties again fell, 
due chiefly to the reduced importation of cotton piece-goods and 
sugar. In view of such a situation it was decided to provide 
only Rs, 3 crores for the reduction and avoidance of debt in 1933—34 
and 1934—35. As a further fall was expected in customs 
duties in 1934^35, Government imposed, in April 1934, excise 
duties on sugar and matches and increased import duties on 
tobacco. 

By these timely measures, the Government’s budgets for the 
last three years have closed with comfortable surpluses, and the 
credit of Government has risen to an enviable position. This 
has enabled Government to carry out profitable conversion 
operations and to reduce the burden of debt. The floating debt 
of Government fell from 84 crores in September 1931 to 35 crores 
in 1933, and the gold and sterling backing of the rupee currency 
rose from 40 per cent, in 1931 to 60 per cent, in 1933. No 



1 935 ' 


TSDIA IX THE WORE© BEPRESSIOX 


475 


wonder that the 3^ per cent, sterling paper, which stood at 46 
in September 1931. rose to S9 b\* March 1933, and has soared up 
since to higher levels. It was 9S in January 1935. 

It is but fair to state that this result was greatly due to the 
export of gold in copious quantities. In prosperous times, the 
yellow metal freely flowed into the country, and the peasant 
invested his savings in it. When hard days dawned again, he has 
had to part with it. The abandonment of the gold standard by 
India put a premium on gold, and enabled the country* to sell its 
gold at a profit. In this way, much gold flowed out week after 
week, and an amount valued at Rs. 230 crores has left the country. 
It is disquieting to hear it, but we have to remember that it was 
not gold kept in the reserve of the Central Bank or of Government 
but barren metal Ij'ing in idle hoards. The gold exports enabled 
Government to obtain sterling in London for its needs, and thus 
Government was able not only to meet its dues in London, but to 
strengthen its reserves there. They have also enhanced the credit 
of India and have enabled Government to borrow at low rates of 
interest and to carry out conversion operations effectively and 
profitably. The export of gold helped greatly in maintaining the 
currency, and it came in good time to make up for the drying-up 
of the purchasing power resulting from the catastrophic fall in 
prices. Many of our politicians and even economists are uneasy 
about these gold exports, but their arguments are tinged with a 
crude mercantilism and need not be examined here. Between 1922 
and 1931, India’s net imports of gold came to about 43 million 
ounces ; of this, about two-thirds has flowed out ; rather, it has 
been converted into mobile purchasing power. As Brands Bacon 
said long ago, “ Money [gold] is like muck, not good except it be 
spread.” The Indian hoarder invested his savings in gold, but 
such reserves are for use in lean times. Such times arrived in 
1932, and the hoards were turned to profitable use. It has enabled 
the country to keep up its purchasing power, and there might have 
been intense suffering had not the hoards been opened. How 
long can this go on 1 This is a question which we may now 
consider with advantage, and as the Reserve Bank has already 
begun to function, it is perhaps time for reconsidering the whole 
position. 

The provincial governments have also pursued a policy of 
retrenchment during the period, and some provinces had to raise 
new taxes. In spite of such measures, several of them have had 
unbalanced budgets, and had to call for help from the central 
Government. 

No. 179. — VOL. xiiV. II 
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4. The Effects of the Financial Measures on Purchasing Power. 

Indeed, the Government of India succeeded in balancing its 
budget, but it did so by unbalancing, to a considerable extent, the 
budgets of private persons. Government followed a rigid policy 
of budget equilibrium, but during a period of unexampled depres- 
sion hardly any country has followed such a severely orthodox- 
financial policy. Most countries made it their aim to maintain 
the internal purchasing power at any cost, and have done so by a 
liberal loan expenditure on public works. Even Great Britain 
has kept up her public works expenditure, but India has out down 
such expenditure to the bone. It was perhaps sound finance but 
rather unsound economics. For a country whose public debt is 
so small and nearly all of it covered by valuable assets, even sound 
finance called for a more liberal loan expenditure, as it would have 
not only maintained purchasing power but increased the economic 
equipment of the country at little real cost. Instead, India 
followed a policy of drastic retrenchment. The extent of it can 
be realised from the following facts. Buring the three years 
en din g 1929—30, the total works expenditure on railways amounted 
to Rs. 41 crores annually, and not less than Rs. 10 crores was spent 
by the provincial governments on civil works. After 1930, all 
this was cut down ; hardly any new constructions were carried out 
on the railways in 1931—32 and 1932—33, and in the latter year the 
total works expenditure came to Rs. 6-42 crores, which was only a 
seventh of that of the years immediately preceding 1929—30. The 
provincial expenditure on civil works was also reduced by one-half, 
and expenditure not charged to revenue was cut do-wn to 6 per 
cent, of that of the last pre-depression year. Thus Government’s 
expenditure on railway works and civil works fell in three years 
from about Rs. 50 crores to Rs. 12 crores — a fall of about 75 per 
cent, in a very short time. 

We have to remember in this connection that in Tudif>. Govern- 
ment is much the largest single employer of labour, that from 60 
to 75 per cent, of the outlay on most public works goes directly to 
labour, and that even the rest goes indirectly to labour, seeing that 
the stores are increasingly purchased within the country. There- 
fore, the severe retrenchment in such works must have resulted in a 
large increase of unemployment, and a substantial fall in con- 
sumption and purchasing power. Bet us note also that this 
happened at a time when many plantations within the country 
were closing down and when large numbers of labourers were being 
repatriated from Ceylon and Malaya. It is difficult to estimate 
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the financial results of unemployment in the plantations of those 
countries, but we know that the amount of money sent by money 
order to their families by Indian labourers diminished largely 
during the period. Between 1927 and 1929, the average remittance 
by M.O. from those countries was Rs. 134 lakhs and Rs. 70 lakhs 
respectively. 1933-34 these figures fell to Rs. 69 lakhs and 

Rs. 23 lakhs, a fall of 50 and 30 per cent, respectively. 

VI' hat with such drastic fail in incomes and a wide disparity 
between the prices which the agriculturists pay and those that they 
receive — a disparity aggravated by high tariffs — a steady fall in 
consumption has taken place. We have not adequate statistical 
data for accurately measuring this decline in consumption, but a 
few facts will indicate the general trend. The quantitv available 
for annual consumption can be measured by adding up local 
production and imports and by subtracting exports. In this way 
the annual consumption of cotton piece goods, sugar, salt and 
kerosene can be approximately estimated. The consumption of 
cotton goods has not fallen considerably since 1930, but the nature 
of the goods consumed shows a fall in the standard of living. 
Before 1914, out of every hundred yards of cotton piece goods 
worn in India, as much as 50 yards was of British manufacture 
and of good quality; but in 1933—34 only 7-6 yards came from 
Lancashire, 56 yards came from the Indian mills and about 2S 
yards came from the handloom. This is indeed gratifying from 
the point of view of Indian industrial progress, but it indicates a 
deterioration in standard of living, and it is noteworthy that the 
change-over to cheaper quality has not been accompanied by an 
increase of consumption. The consumption of white sugar, salt and 
kerosene is even more discouraging. The annual average per capita, 
consumption of sugar was 7*7 lbs. during the five years ending 
1930; but it has fallen since and was 5-8 lbs. in 1932—33 — a fall 
of 24 per cent. But the consumption of gur ^ has not diminished, 
and this may be gratifying from the health point of view, but it is 
rather disconcerting to the sugar manufacturers and should be so 
to Government. The annual average consumption of kerosene 
and salt was 232 million gallons and 1,965,000 tons respectivelj- 
during the ten years ending 1930, but in 1933 it fell to 213 million 
gallons and 1,884,000 tons, thus recording a fall in consumption of 
8 and 4 per cent, from the ten-year average. These are all dis- 
concerting not only to the economic reformer and the industrialist, 
but also to the Government treasury, which cannot thrive on a 
falling consumption. Things might have been worse, had it not 

^ Unrefined, sugar. 
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l>eeii for the copious gold sales. Xo a great extent, therefore, it was 
the peasant*shoarding instinct that saved thecountry from the utter 
breakdown of consumption and from all its baneful consequences. 
While deploidng the fact that Government’s retrenchment 
policy has aggravated the evils resulting from the depression, one 
must not forget that the strict financial policy pursued in these few 
years has raised India’s credit to a high level among the nations, 
and has thereby prepared the ground for a constructive economic 
policy for the future. Countries that have deliberately kept their 
budgets unbalanced have had a false prosperity during these years, 
but they will have to swallow the bitter pill sooner or later, and 
some of them have already begun to taste it. The example of 
France is instructive in this connection. 

5. Measures for protecting Indian Industry and Trade. 

Nor has Government lost sight of some of the evils above 
dealt with. The rapid decline in foreign trade and the growing 
burden of fixed charges engaged the attention of Government 
at an early stage, and various measures have been taken (1) for 
safeguarding Indian industry and trade and (2) for relieving the 
burden of debt, rent and land revenue. The action taken 
under (1) falls under four heads. First, steps were taken for 
protecting Indian industry and agriculture from unfair foreign 
competition. Secondly, trade agreements were entered into with 
the two largest customers of India for safeguarding our export 
trade with them. Thirdly, Government gave active support 
to certain classes of producers in their efforts at restricting pro- 
duction and export. Fourthly, organised efforts were also made 
for the improvement of the quality and grading of India’s produce 
and the adoption of better marketing methods. 

After 1929, Japan made a powerful bid for the Tndia.n market. 
Her low labour cost, great efificiency in production and business 
management, and not least the rapid fall of yen, enabled Japan 
to export large quantities of cotton piece goods, artificial silk, 
earthenware and porcelain, glass and glassware, boots and shoes, 
hardware and cutlery, apparel, haberdashery, toys, playing cards, 
bicycles and parts thereof, fruits, toilet requisites, and a variety 
of other goods. Her success in the Indian market has been 
remarkable. In the three years ending 1928-29, Japanese 
imports of piece goods averaged 308 million yards ; but in 1929— 
30 and in 1932 33 it exceeded 550 m i lli on yards. The significance 
of this development can be realised when we note that while the 
share of the United Kingdom in the import trade in piece goods 
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fell from 82 per cent, in 1926—27 to 48 per cent, in 1932—33, the 
share of Japan rose from 13-6 per cent, in 1926—27 to 47 per cent, 
in 1932—33. The progress in regard to silk goods was phenomenal. 
In 1928—29, Japanese silk imports amounted to only 1*2 million 
yards ; in 1933—34 it came to S million yards. In 1930, hardly 
any artificial silk yam was imported from Japan ; but last year, 
Japanese imports reached the first place, being 53 per cent, of the 
total artificial silk yam imports into India. Such marvellous 
progress was to some extent due to the suitability of Japanese 
goods to the Indian market, but it was the systematic depreciation 
of yen that enabled Japan to capture the market. Soon after 
Great Britain went off the gold standard, Japan did the same, 
and from that time yen steadily depreciated, from 137 rapees (for 
100 yen) in 1930—31 to 80 mpees in 1933. This gave a fillip to 
Japanese export trade and made Japan a redoubtable competitor 
in international trade. 

The Government of India realised the trend of developments 
at an early stage. As early as March 1930, the ad valorem duties 
on cotton piece goods of non-British origin were increased by 
o per cent, to 20 per cent. In March 1931, another 5 per cent, 
duty was put on, and in September a surcharge of 25 per cent, 
was imposed on all import duties. Thus, while British piece 
goods paid 25 per cent, ad valorem, foreign goods paid 31 J per 
cent. Matters got worse in 1932, with a rapidly falling yen, and 
as the result of a Tariff Board inquiry, the ad valorem duty on 
foreign goods was raised to 50 per cent. This was followed by 
the Safeguarding of Industries Act of 1933, which empowered 
Government to impose, by notification, such duties as it deemed 
fit on foreign imports whose prices were so abnormally low as 
to endanger the existence of any Indian industry. As the influx 
of Japanese goods continued unabated, high specific duties were 
imposed, in the Finance Act of 1933, on the uppers of boots and 
shoes, artificial silk goods and silk mixtures. In June 1933 the 
ad valorem rate on non-British cotton piece goods was raised from 
50 per cent, to 75 per cent. 

The trade agreement with Great Britain was signed in 1932. 
It involved the grant of preferences ranging from 7 J to 10 per cent., 
on various British goods, in return for similar preference for 
Indian produce in British markets. Japan feared that the 
Ottawa Agreement would adversely affect its trade with India, 
and this fear was aggravated by the further enhancement of the 
duties on non-British goods in June 1933. Japan retaliated by 
declaring a boycott on Indian raw cotton. Negotiations were 
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then started for a trade agreement with Japan, and this came to 
a successful conclusion early in 1934. Accordingly, the basic 
quota for the import of Japanese cotton piece goods was fixed 
at 325 million j^'ards for one million bales of Indian raw cotton 
exported to Japan. If the raw cotton exported from India 
exceeded or fell short of one million bales, the Japanese imports 
would be raised or lowered accordingl 3 ^. 

Since 1931, South India has been flooded with cheap rice 
from Siam and French Indo-China. The influx of foreign rice 
is believed to have depressed prices further, and as a result of 
representations from the Madras Presidency, a small duty has 
been imposed on rice imports. Other protective measures are 
also under contemplation. 

Rubber industry had been in a depressed state even before 
the slump, and the condition of tea industry became precarious 
after 1930. As the world’s largest producer of tea, India has 
a substantial interest in tea prices, and Indian tea-growers took 
a large part in the formulation of the international tea restriction 
scheme, which involved a strict control of production and export. 
At the request of the Indian Tea Association, legislative sanction 
was given to this scheme by Government in 1932. India’s rubber 
interests are much smaller; hardly per cent, of the world’s 
rubber is produced in India, and most of it comes from the Native 
States of Travancore and Cochin. But a large number of Indian 
labourers find steady employment in the rubber estates of Ceylon 
and iVIalaya, and thus the slump in rubber affected South India 
materially. Government was therefore glad to sanction the 
rubber restriction scheme in 1934, and appointed a local Board 
of rubber planters to watch India’s interests in the scheme. 
Both these attempts at restriction have largely succeeded, and 
the prices of both tea and rubber have gone up considerably. 

The depression has given a great impetus to the work of that 
most useful organisation, the Imperial Council of Agricultural 
Research. Since 1930 the Council has pushed through various 
important schemes for the improvement of Indian produce. 
The latest and perhaps the most hopeful of its activities 
is the setting up of an expert organisation for the improvement 
of marketing methods in the country. This will be of great 
value in the internal as well as external trade of India. 

6- Measures for adjusting Fixed Charges. 

Under the above category come the remissions of land revenue 
granted in most provinces, the revision of the basis of land revenue 
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now Tinder consideration in the Punjab and elsewhere, measures 
for the scaling down and settlement of rural debt, and the estab- 
lishment of land mortgage banks. This is too large a subject to be 
covered in this paper. Suffice it to say that in several provinces — 
the Central Provinces, the Punjab, the United Provinces and 
Bengal — ^legislation has been carried through for the settlement of 
rural debt. Indian States like Bhavnagar, Mysore, Cochin and 
Travaneore have also taken action. Already some relief has 
been given to indebted agriculturists in many parts of the country, 
and more may be expected in the near future. It may be pointed 
out, however, that the settlement of existing debt alone will not 
solve the problem ; a more humane system of rural credit has to 
be devised and put into operation if any lasting good is to come out 
of it.^ 

These are matters of provincial concern in India; yet the 
Central Government has also been active in watching and co- 
ordinating provincial measures. In April 1934, a conference of 
representatives from provincial Governments was held in Delhi 
for the consideration of rural debt relief and allied problems. The 
question of handloom weaving — ^the most important cottage 
industry of India — has also engaged the attention of the Central 
Government and funds have been allotted for its reorganisation. 
The efforts made by Government to enable sugar-cane growers to 
get their full share of the fruits of protection to sugar industry are 
also commendable. Perhaps the most gratifying of all these 
measures is the grant of over one crore of rupees made in the 
CTurent year’s budget to provincial Governments for rural develop- 
ment. Let us hope that this grant will be properly utilised. 

7. The Future. 

In the past, depressions have often been the cause of the recon- 
struction of worn-out economic systems and clarification of 
economic principles. The trade depression of 1873—96 led 
economists like Marshall to vigorous thinking and brought about 
readjustments of economic policy even in Great Britain, whose 
faith in laissez-faire was then unshaken. The present depression 
has already proved a more potent influence and everything indi- 
cates a thorough overhauling of both economic policy and economic 
theory. The insecurity and wastefulness of laissez-faire have been 
brought out in bold relief, and however much we may try to 
rehabilitate that old policy, it may not be possible to revive it. 
The Government of India has long been a firm believer in laissez- 

^ See Rural Debt Relief in India by i>b© present writer (Madras University). 
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faire, although in practice it had to be modified owing to frequent 
famines and crop failures ; but after the war, the policy has 
changed, and since 1929 a thorough reorientation has taken place 
in the attitude of Government towards economic activity. How- 
ever, no drastic action has been taken in India ; fortunately her 
economic difficulties have not been such as to demand any of the 
revolutionary measures taken in other countries faced with quite 
different problems. 

In future, two principal aims, in my opinion, must be held 
before India in her programme of reconstruction. First, the 
safeguarding of her foreign trade, and secondly the increase of the 
standard of living at home. Although only a small part of India’s 
production enters into her external trade, that part is essential for 
her financial stability, and in view of the surging waves of economic 
nationalism all over the world, and the increasing competition 
from better-equipped agricultural countries, it is important that 
every effort should be made to keep up her external markets. 
In this light the Ottawa Agreement and the Indo- Japanese Agree- 
ment have been in the right direction ; and it is necessary to enter 
into similar agreements with others of our customers. In the 
interests of both internal and external trade, it is also necessary to 
improve our methods of production and marketing, so that our 
goods may become more acceptable abroad and our position in the 
world market may become more secure. 

A rise in India’s standard of living should be the central 
objective of our economic policy. It is the solvent, not only of 
our economic ills but also of our social and political ills ; perhaps 
it will also solve in great part the economic problems of Western 
industry, for, with a rise in the Indian standard of living, there wiU 
not only be greater prospects for Indian industrial and agricultural 
production, but there wrll also arise a wider scope for the con- 
sumption in India of the products of ^^estem industry. Let us 
remember that the persistently low standard of living of the 
Indian masses is to-day the greatest obstacle to the increasing 
consumption in India of Great Britain’s better-grade goods. 

It is often thought that a rapid industrialisation will remedy 
® economic ills, but one cannot see how it could, seeing that 
hardly a milli on additional labourers can be employed in Tndifl.Ti 
industries even if most of the goods to-day imported are manu- 
factured at home. The central problem of India is to increase the 
income of her masses, who are mostly agriculturists. For 
purpo^ agriculture must be made more profitable, and suitable 
subsidiary industries must be provided in every locality, so that 
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tlae agriculturist may be enabled, to supplement bis income by 
using to capital ad-srantage the abundant free time which he is now 
idling away. In this light the recent grant for rural development 
is one of the greatest things done by the Oovemment of India for 
many years. 

Circumstances are now favourable for a f oirward move. Indians 
credit stands high among the nations, and loans can be raised at 
low rates of interest. A. Reserve Banh has already been estab- 
lished for the management of c-urrency and credit, and the new 
constitution may solve the political problem for the time being, 
India’s place in the British Com monwealth of ISTations is also a 
source of strength- These are all great assets, and, if properly 
used, will enable her not only to increase the economic welfare of 
her own teeming millions, but also to help substantially in the 
world’s painful struggle for recovery.^ 

BAnAKixrisris'mi J. Thiom^s 

U Tiwersity of JMLcudLrcbs, 


^ nupee = 1^. ; IRs, 1 croro = £750,000 ; U-s. 1 la.k:b. = £7,500. 



INCOME TAX AXE THE “ EOUBLE TAXATION” OF 

SAVING 


§ 1. Thebe has long been a consensus of opinion among the 
majority of economists that a general income tax on income 
received, irrespective of -whether it is saved or spent, involves 
double taxation in the sense of taxing the same thing t-wice over 
and therefore differentiates against saving. 

The locus classicus for this doctrine is to be found in the 
following passage from Mill ^ “ Unless, therefore, savings are 

exempted from income tax, the contributors are twice taxed on 
what they save, and only once on what they spend. A person 
who spends aE he receives, pays 7d. in the pormd, or, say, 3 per 
cent., to the tax and no more ; but if he saves part of the year’s 
income and buys stock, then in addition to the 3 per cent, which 
he has paid on the principal, and which diminishes the interest 
in the same ratio, he pays 3 per cent. annuaUy on the interest 
itself, Tyhich is eqpnvalent to an immediate payment of a second 
3 per cent, on the principal. So that whEe unproductive 
expenditure pays only 3 per cent., savings pay 6 per cent. : or 
more correctly, 3 per cent, on the whole, and another 3 per cent, 
on the remaining 97. The difference thus created to the dis- 
advantage of prudence and economy is not only impoEtic but 
imjust. To tax the sum invested and afterwards to tax also the 
proceeds of the investment is to tax the same portion of the 
contributor’s means twice over.” The point is made in a more 
precise form by Professor Pigou ® “ An income tax . , . dif- 

ferentiates against saving by striking savings both when they 
are made and also when they yield their fruits. Thus a general 
permanent income tax at the rate of cc per cent, strikes the part 
of income that is spent at this rate. But, if £100 of income 
is put away for saving, it removes £a; from it at the moment and, 
thereafter, removes also some part of the firuits yielded by it. 

• . - For purposes of iUustration . . . let us suppose that the 
saver’s investment is a permanent one, so that the principal is 
never withdrawn. Then the secondary taxation amounts every 

^ J. S. Mi ll, JPrinci^lea of PoKtioctZ Economy (ed.. Asliley), pp- 813—14. 

® Higou, A. Stztdy in JPublic Ei/nanac, p. 136. 
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year to j^ths of the j&nits of the £ (100 — x) that are actually 

turned into the investment. The total effective tax is therefore 

-f- (100 — a:)J ; that is, x^2 — Thus the effective 

rate on saved income is practically double the rate on spent in- 
come when the tax is small, and substantially more than equal 
to, though less than double, that rate when it is large.” ^ 

The case may be put in its simplest form as follows : a man 
has an income of £1000, of which he saves £500 and spends £500. 
The whole income is then subjected to a tax of 10 per cent. 
The £500 which he spends now becomes £450 and the £500 which 
he saves also becomes £450, which when invested at 5 per cent, 
yields £22*5. But the £22-5 interest is also taxed 10 per cent, 
and thus becomes £20*25. 2^ow since the present value of a 
perpetual annuity of £20*25 capitalised at 5 per cent, is £405, it 
follows that the man who spends the whole of his gross income 
of £1000 will pay only £100 in income tax, while he who divides 
his gross income of £1000 equally between spending and saving 
will in effect be taxed to the extent of £100 plus £45, the latter 
sum representing the decrease in the capital value of his annuity. 
The doctrine of the double taxation of saving has recently been 
restated with great emphasis by Professor Einaudi,® and by Dr. 
Benham in his interesting “ Notes on the Pure Theory of Public 
Pinance.” ® The contrary view has been put forward by 
Professor De Viti de Marco,^ Professor Cannan,® Sir Josiah 
Stamp,® and Mr. D. Weaver.’’ The present article is in harmony 
with the main conclusion of the latter group of economists, but 
adopts a different line of approach to the problem. 

§ 2. At the outset there exists the difficulty that many 
different meanings are commonly attached to the phrase “ double 
taxation ” in this connection. 

We will consider, in the first instance the view that the intro- 
duction of a general income tax will cause an initial fall in capital 

^ The main drift of Professor Pigou’s aaoalysis^ to which the passage cited 
above is the prelude, is not dependent upon the assumption that a general income 
tax produces double taxation” of saving* What he is there discussing is the 
effect of taxation on minimum aggregate sacri6.ce as defined by him. 

^ Jj, Einaudi, “ Contribute alia ricerca della ottima imposta ” in jtrmali di 
JBjconomia, Vol. V, July 1929* 

^ Mconomica^ November 1934. 

^ De Viti de Marco, Fricipii di Economia finanziaria (1934), pp. 198— 206, 

® Economio JormisrAii, 1921, p, 213. 

® Stamp, The Principles of Taxation (1929), p. 58. 

Eco3sroMic JouRNAii, September 1932. 
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values ovTing to its supposed, effects of liittiug saving t'wice — 
once -when it is made and again wlien the income from the saving 
is received. 

LiCt us assume a tax system such that either all income saved 
and therefore not spent on consumption goods is exempt from 
taxation, or else that all income from saving is free from taxation. 
The question arises whether the introduction of a general 
permanent income tax on all income, whether saved or spent 
and from whatever source, will involve a depreciation in the 
value of investment that has already been made. At first sight 
it would appear that this must be the case, but closer consideration 
shows that it does not necessarily follow- For there is no reason 
to suppose that the general income tax will increase the gross 
rate of interest in the market, i.e. the rate which the investor 
can get by selling out his investment and going into something 
else. If the gross rate which the borrower can afford to pay 
the lender remains imchanged, it is true that the lender will 
receive a smaller net income after the tax than before, but the 
capital value of the right to that income will be exactly what it 
was prior to the imposition of the tax. This is equivalent to 
saying that the net rate of interest will be capitalized at corre- 
spondingly more years purchase. The moment the tax is 
imposed all people find themselves identically situated in regard 
to their incomes from investments ; and the owner of the right 
to £100 per annum subject to tax will not sell his right for less 
than the capital sum necessary to produce an income of £100 
subject to tax in futixre. There cannot be two values for the right 
to the same net income at one and the same time. 

It is still more abundantly clear that once the general income 
tax is in existence there cannot be a further continuous de- 
preciation in the value of crurent investment such as is con- 
templated by many upholders of the doctrine of double taxation. 
If a man has saved £100 and placed it on deposit in bia bank 
the value of his holding continues to be £100, irrespective of 
whether he pays no income tax at all, or income tax at the rate 
of 2s. 6d. or 5s. in the £. The opposite view would lead to 
the absurd result that the investment of £100 is no longer 
worth £100 the day after it has been made, but some smaller 
sum,. 

It would seem, therefore, that the traditional doctrine b f^.j =t 
confused the issue by applying the capitalisation method, which 
is valid for a differential tax, to a general and universal tax. If 
the saver could exchange his investment for some other form of 
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income-yielding property whicb. did not pay tax, tbe argument 
would be valid, and the exchange value of the investment would 
be lower than that of other property 3rielding an equal net income. 
But this, by definition, is impossible under a general income tax. 
He cannot even escape by investing it in his ovm. person, for 
the extra income accruing from his greater ef&ciency will in 
txnn be subject to tax. The present exchange value (and this 
is what comes into question here) of an investment which is 
expected to yield a given income in the future is neither more nor 
less affected by the existence of a tax on that income than the 
exchange value of anything else that yields an income. 

Professor Ricci ^ has attacked the capitalisation method on 
its own ground, by arguing that the general tax, which lowers in 
a given proportion the income jBrom all saving, must also be deemed 
to lower, in the same proportion, the rate of interest in terms of 
which the annxdties are to be capitalised. If the annuities are 
to be taken “ net,” after deduction of tax, so must the rate of 
interest, and if this is done the capitalised value of the new 
annuity remains exactly the same as before. Whatever opinion 
is held of the validity of this argument it does at least show that 
the whole thing is merely a matter of formulation — a verbal 
device which proves nothing. 

Moreover, if we take a wider view of the problem we can 
see that there is no justification for distinguishing between the 
income jfrom saving and the income j&om any other source, e.g, 
effort, when considering the effects of a general income tax. It is 
obvious that anything which is taxed at all is to that extent 
discriminated against, but this truism is not relevant to the 
question whether to tax year by year saving as well as the fctiits 
of saving (to use Professor Pigou’s phrase) is to tax the same in- 
come twice over and therefore to differentiate against it in contrast 
to other sources of income. If the saver must deduct the 
capitalised value of the tax from the present value of his saving 
(represented as an income-earning asset), why not the worker 
also from the present value of his future wage income ? The 
worker too is discriminated against by being taxed on his income, 
and, assuming parity of tax burden, he is as much discouraged 
in putting forth his effort by the subjection of his income, now 
and in the future, to taxation as the saver. 

W'e conclude, therefore, that the method of treating income 
from investment as though it were in some way isolated from all 
other forms of income, and then deducting the capitalised amount 

1 JRiforma SooiaU, March— April, 1928. 
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of an income tax from the present value of the expected annuity, 
is not legitimate. 

§ 3. On a narrow definition of income it can be held that 
a general income tax leads to double taxation ” of income. 
Thus some recent vTiters ^ who have discussed this problem 
have adopted as their starting-point Professor De Viti de Marco’s 
definition ^ of income as “ the sum total of goods of the first 
degree (consumers’ goods) annually produced and consumed.” 
With this definition they are able to show without difficulty that 
the taxation of income saved as well as income spent involves 
taxing the same income twice over.® Thus Dr. Benham says * : 
“ In real terms it is double taxation to tax both an instrumental 
good and the consumers’ goods which it produces.” It may 
be pointed out, however, that this conclusion is inherent in the 
particular definition of income adopted ; it would not follow from 
the alternative definition of income used by Marshall.® Inter- 
preted in this way the phrase ‘‘ double taxation ” of income 
is merely tautological. 

§ 4. Most of the protagonists of the doctrine of the double 
taxation of saving contend that, unless either saving itself or the 
finiits of saving are exempted from a general income tax, there is 
an unfair discrimination against saving which would be avoided 
under an ideal or ‘ ‘ optimum ’ ’ system of taxation.® Here ‘ ‘ double 
taxation ” is used as a stick to beat the income tax on the ground 
of tmfaimess. There are, however, a number of strong reasons 
which may be urged against this contention : 

In the first plea, the State incurs additional costs and renders 
additional services to the property-owners, which it does not incur 
or render in respect of the citizen who is expending bis income on 
consumable goods. It is therefore right that the State should 
receive a contribution from the property-owner, whose income is 
safeguarded by the State, to cover these costs and services. 

^ ISTotably Lr. Elinaudi, op, cit,^ pp. 85—91. 

^ De Viti de Mareo, op. cit.y p. 192. 

® It is tru.6 tlxat De Viti iiimself strenuously denies tins conclusion, but it 
can hardly be said that his disproof is convincing in the light of his own definition 
of income. 

^ Benham, loc. cit.^ p. 441. 

® The labour and capital of the country, acting on its natural resources, 
produce annually a certain net aggregate of commodities, material and im- 
material, including services of all hinds. ... This is the true net annual income, 
or revenue, of the country, or the national dividend.” — Marshall, Principles of 
Economics (8th ed.), p, 523. 

® Dr. Benham, however, is of the opposite opinion on this aspect of the 
problem. Cf. Zac. cit., pp. 455-S. 
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Secondly, it is legitimate to assume that the State, through 
the exercise of its general function as a co-operating factor in the 
productive organisation of the community, and through the 
expenditure of the revenue which it receives from the taxpayers, 
"wdll increase the productivity of the capital accumulated by the 
action of the savers above what it would have been in the absence 
of the State. The State is accordingly entitled to a share in this 
additional income. ^ 

Thirdly, in practice all tax systems combine indirect with 
direct taxation ; the bulk of the latter falls on those who purchase 
consumers’ goods. He who spends the whole of his income will 
thus contribute more by way of direct taxation to the State than 
he who saves part of it, inasmuch as the latter does not pay indirect 
taxation on the amount which he saves. 

Fourthly, the saver has immediately a new asset in the shape 
of his savings as a capital sum, in terms of its present exchange 
value, which is valuable to >iim not merely, and often not princi- 
pally, as a source of future income, but as a protection and reserve 
against emergencies which may at any time befall him. There 
also come into question the prestige value of accumulated wealth, 
the desire to bequeath large sums at death, the knowledge of the 
power that derives from the possession of wealth, etc. Here again 
the capitalisation method is defective, because it looks at income 
only and fails to take account of the great importance of these 
factors, which make the benefits obtained from saving something 
very different firom the mere present value of a futirre income 
capitalised at the current rate of interest. The act of saving is a 
form of disposal of real income — a. method of utilising income 
which yields at once a direct utility in the shape of the increment 
to security or to accumtdation of wealth, in contrast to the alterna- 
tive utility that would be gained by spending that part of income 
on consumable goods and services. The saver has a capital asset 
which has an independent value to him, distinct from the capitalised 
value of the expected annuities. In other words, the desire to save 
cannot be measured by or equated to the simple difference, calcu- 
lated on an actuarial basis, between the value of present and the 
value of future goods. ^ When later on interest is received the 

^ Xlie two points set out above are well brought out by I3r. IBenliam, loo, cit,, 
pp. 457—8. Cf. also, on the first point, De Viti de Marco, op. cii,, pp. 203 and 
206. 

® It is for these reasons that the writer ventures to dissent from IProfessor 
Pigou when he says : ** For the only ultimate advantage a man gets from saving 
is the return from his investment that he and his heirs can afterwards spend.” 
{Pigou, op. cit,, p. 139.) 
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owner enjoys an additional income which he obtains without 
further toil or efEort on his part.^ 

Hence when the State taxes both savings and the fruit of 
savings it is tiot taxing the same thing twice over. On the con- 
trarj% to exempt savings hrom taxation woxdd be to differentiate 
unfairly against the non-savers, whose burden of taxation would 
become correspondingly heavier. 

§ 5. Distinct from the main issue, but often confused with it, 
is the question of the indirect effects of the taxation of savings — 
notably the effects on the volume of accumrdation and the rate of 
interest. It is frequently held that, as a tax on gained income 
diminishes the effective return from all savings, e.g. a 20 per cent, 
tax reduces a 5 per cent, yield to 4 per cent., this will lower the 
amoimt of saving and cause the rate of interest to rise, to the 
detriment of the community. 

This view takes for granted (a) that the supply curve of savings 
over the relevant range is inclined positively, (6) that, on balance, 
the whole body of savers regard as the demand price for their 
savings, not the interest fate as it stands, but the “ net ” interest 
after deduction of income tax. 

(а) The broad problem of the relation of the supply of saving 
to the rate of interest obviously falls outside the scope of the 
present note. But it may be observed that the theoretical case 
for a positive relationship between the rate of interest and the 
rate of saving is by no means clear, in view not only of the diver- 
gent effects of changes in the rate of interest on different categories 
of savers, but also of the different reasons for which the rate of 
interest may vary ; while in the nature of things there can be no 
satisfactory inductive evidence {pace the recent valiant attempt of 
Professor Douglas) ^ owing to the impossibility of finding a long 
and continuous period of full employment over which to make 
observations . 

(б) It is clearly possible that a tax on income saved as well as 
income spent may decrease the amount of saving through its 
effect on the power to save, but it is not certain that this will be the 
case. If the revenue required is not obtained by a general tax on 
all incomes, it must presumably be raised by heavier taxation in 
other directions (if saved income is to be exempted), and the 
alternative taxation may have more serious indirect effects and 

^ If tlie capitalisation argument is rejected there is much force in the con- 
tention that whereas the saving tahes place in one year, the income therefrom 
accrues in subsequent years and cannot properly be regarded as an integral part 
of the original income which was taxed at the time that it was received and saved. 

2 Paul Douglas, The Theory of Wages, 1934, pp. 460-79. 
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may impinge more heavily upon the surplus of income available 
for saving. 

Apart from this aspect the main issue is "whether a general 
income tax diminishes the volume of saving because it lessens the 
will to save. If the case urged in the earlier portion of this note 
in opposition to the view that a general income tax involves double 
taxation of saving and, therefore, discriminates against it, can be 
regarded as established, a large part of the usual reasons for 
holding that saving is affected differentially falls to the ground. 
For we have argued that a general income tax does not hit saving 
as such any more severely than it hits all other forms or sources of 
income. That there would be some effect in the direction of 
encouraging saving as compared with spending if saving were 
exempted from taxation is doubtless true, in so far as an income 
tax causes a different distribution of income between present goods 
and future goods from that which would come about under, say, 
an expenditure tax ; but it is no more true than the proposition 
that investment in the worker himself, and the intensity of his 
eSort, would be encouraged if his income now and in the future 
were similarly exempted. It is JQrequently held that an expendi- 
ture tax is neutral as between saving and spending, while an income 
tax discriminates against saving. But neutrality ” and “ dis- 
crimination ” are slippery terms to use in connection with a tax 
system as a whole ; and if, as is shown in § 4 above, there are 
strong grounds (qxute apart jfrom distributional consideration) for 
making savers, as such, contribute "to the revenue of the State ; 
there is a serious ambiguity in the phrase that to tax saving 
discriminates against saving as opposed to consumption. An 
expenditure tax too is not neutral in this respect when all factors 
are taken into consideration, and might with more justice be said 
to discriminate in favour of saving. 

The actual extent to which, in any case, income tax does 
discourage saving is probably much less than is commonly ass"umed. 
Even large changes in the tax have only a small effect on the “ net ” 
rate after deduction of tax ; thus an increase of 2s. in the £ has 
only the result of lowering a “ gross ” rate of 6 per cent, to a 
“ net ” rate of 4*5 per cent. How many savers are likely to be 
influenced in their desire to save by such a decrease in incentive 1 
Not the joint stock companies whose reserves constitute so large 
a proportion of the total volume of saving, nor the wealthy who 
save automatically, nor all those other categories of savers who 
are more concerned with security or accumulation than with 
whether the rate of interest is to be ^ per cent, more or less. 

No. 179. VOL. XLV. K Kl 
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Finally, it may be pointed out tbat tbose wbo bold tbat tbe will 
to save is seriously ajffected by a general income tax seem to bave 
been misled by tbeir own predilection for ixsing examples based 
on tbe bypothesis of permanent annnities and of rates of interest 
established for all time. In real life people are not concerned 
with perpetxxal annnities, nor does anyone know wbat will happen 
either to tbe rate of interest or to tbe rate of income tax, even in 
tbe comparatively near fuitnxe. 

§ 6. It is important to observe tbat tbe whole of tbe foregoing 
reasoning has been based on tbe classical assumption tbat there 
is fnll employment, and tbat tbe rate of interest always adjnsts 
itself completely and continnonsly in sncb a way tbat fnll employ- 
ment is maintained. 

Tbe situation would be radically altered if this assnmption 
were to be removed. Under certain conditions a case conid even 
be made ont for special discriminating taxation against saving. 

C. W. GrTJiXir.ES-A.xjn 

St, College.^ 

Carribridge. 



THE I>E:VIA3SrX> CURVE FOR BEEF AHI> VEAL IIST 

GREAT BRITAIN 

1. Recekt measures in support of the market for Live-stock 
emphasise the importance of determining the degree of inter- 
dependence between price movements and changes in the quantity 
of beef consumed. In the following analysis the technique of 
curvilinear correlation developed by Mr. Mordecai Ezekiel will 
be applied to determine the form of the demand curve for beef, 
and displacements due to the operation of the generating economic 
forces. 

2. The latter may be conveniently classified into two groups 
according to the direction of the resultant movements in the 
demand schedule. The first group, comprising changes in the 
value of money, causes the curve to rise and fall, while the second 
group, causing horizontal displacements in the curve, comprises 
changes in taste, in population, purchasing power of the consumer, 
and the numerous factors, other than changes in the unit of value, 
affecting the demand for a commodity. 

3. Over any time-interval changes in the actual amount con- 
sumed and in the corresponding price of a given commodity are 
functions of the shape and displacement of the demand curve. 
In the absence of displacement, recorded quantities and prices of 
the commodity are co-ordinates of the actual demand curve ; but 
when the latter changes position owing to the forces already 
classified, recorded quantities and prices will be fTxnctions of both 
the direction and degree of displacement, and the shape of the 
curve. 

4. To eliminate vertical and lateral movements it is necessaiy 
to obtain indices of the value of money and of the real pxuchasing 
power of the consumer. In Great Britain changes of the first type 
have predominated since the war and have had repercussions on 
the second group of changes. An obvious index of changes in the 
value of money is provided by the Sauerbeck wholesale price 
index. For changes in the real purchasing power of the nation 
it was originally intended to use unemployment percentages, but 
after removal of the effect of changes in the value of money, 
except for two observations, the lateral displacement was negli- 
gible, probably because the price index, for reasons already 

k: e: 2 
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mentioned, is also closely correlated with changes in the purchasing 
power of the consumer. 

5. At this stage some difficulties attaching to the available 
statistical data may be conveniently discussed. No single index, 
either of the retail, or of the wholesale price of beef, is available. 
For the former it would be necessary to combine different cuts and 
qualities of beef, in such a way as to form a representative index 
of movement in the retail price of beef, and to embrace all the 
post-war years. For the latter it would be necessary to combine a 
number of quotations for different qualities of home-produced and 
imported beef covering the same period of years. The Cattle 
and Beef Survey published by the Imperial Economic Committee 
shows that between 1921 and 1929, the wholesale prices of all 
tjTpes of beef moved in similar directions, and that movements in 
the price of prime beef appear to be representative of the general 
movement. The Sauerbeck price relative for prime beef has 
therefore been selected as representative of movements in the price 
of beef since the war. 

6. There appeara to be no continuous sequence of comparable 
figures of annual supplies of beef in Great Britain for the period 
1921—32. To overcome this difficulty relative figures have been 
employed, and an index of volume with the year 1921 as base has 
been built up from the year to year changes in the absolute figures 
of the various estimates of total supplies. For convenience of 
working, the figures for Great Britain include veal as well as beef. 
The absolute and relative changes in supplies of beef and veal, in 
the Sauerbeck price relative for prime beef, and in the general 
price index-number between 1921 and 1932 are shown in the 
table on p. 49o. Figures for 1921, 1922 and 1923 relate to the 
United Kingdom. 

7. The method of graphical curvilinear correlation is fully 
discussed in Methods of Correlation Analysis by Mordeeai Ezekiel 
and will not be described in great detail. Further reference 
may be made to the following articles published in the Journal 
of the American Statistical Association, of which some are 
developments of the original ideas of the above writer : — 

(1) “A Simplified Method of Graphic Curvilinear Correlation,” by 

L. BE. Bean. 

(2) ** Application of a Simplified Method of Correlation to 

Problems in Acreage and Yield Variations,” by L. EE. Bean. 

(3) “ The Use of Trends in Residuals in Constructing Demand 

Curves,” by L. EE. Bean and G. B. Thome. 
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Sauerbeck Index. 


Calendar 

Years- 

\ Supplies of 
Beef and Veal, 
j 1000 tons. 

f 

, change from 
‘ preceding 

1 Year. 

i 

i 

Volume of 
Supplies, 
i 1921 = 100. 

(i ■ — ■ 

j Prime Beef 
relative. 
1921 = 100. 

1 AU 

Articles. 

1 1921 = 100. 

1921 

1 1,220 

___ 

i 100 

100 

100 

1922 

! 1,290 

105-7 

106 

77 

84^- 

1923 

1,350 

104-7 

111 

69 

83 

1924 

1,370 

101-5 ! 

112 

71 

90 

1925 

1.390 

101-5 j 

114 

70 

88 

1926 

1,400 

100-7 

115 

64 

81 

1927 

1,410 

99-3* 

114 

61 

79 

1928 

1,390 

98-6 

112 

64 

77 

1929 

1,370 

98-6 

111 

i 62 

74 

1930 

1,350 

98-6 

109 

64 

63 

1931 

1,340 

99-3 

108 

584 

54 

1932 

1,260 

94-0 

102 

56 

52 


Sources • — The Report of the Reorganisation Commission for Rat Stock for 
England and Wales (1934), Report on the Marketing of Cattle and Beef in 
England and Wales (1929), Report on the Trade in Refrigerated Beef, Mntton 
and Lamb (1925), published by the Ministry of Agriculture and Risheries* 
Calendar years are obtained by taking 5/12 of one meat year and adding 7/12 
of the succeeding meat year (ending 31st May). 

^ Not strictly comparable ; too low on preceding basis and too high on the 
succeeding basis of computation. 

2 The figure is the estimate for 1927 on the preceding basis of computation. 


(4) “ The Application of the Theory of Error to Multiple and 
Curvilinear Correlation,” by M. Ezekiel. 

(5) “ Standard Error of a Forecast from a Curve,” by H. Schultz. 

(6) ” Statistical Correlation and Theory of Cluster Types,” by 
Ragnar Frisch and Mudgett. 

(7) “ The Analysis of Co-variance,” by A. L. Bailey. 

(8) “ Some Characteristics of the Graphic Method of Correlation,” 
by W. C. Waite. 

(9) Further Remarks on the Graphic Method of Correlation,” by 
Ezekiel and Waite. 

Numbers 1 and 4 appeared in 1929, number 2 in the December, 
number 5 in the June number in 1930. Numbers 6 and 7 appeared 
in 1931 and numbers 3, 8 and 9 were published in 1932. 

8. The fundamental principle is that of successive graphical 
approximation to the final results. It is claimed that the process 
is legitnnate wherever the mathematical functional relationship 
between the dependent and independent variables is unknown, 
in that graphical approximation is more flexible and less mis- 
leading than the arbitrary selection and fitting of a mathematical 
function suggesting a known relationship between the variables. 
If a given but unknown functional relationship exists, the 
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maximum amount of information ^ j^ielded by the data is obtained 
by fitting the formula representing this relationship by the method 
of maximum likelihood. Other methods of representing the 
relationship approach this maximum amount in proportion as 
they approach the true functional relationship- It follows that 
where graphical approximation approaches the actual functional 
relationship of the variables it approaches a limit set by the 
data, and that at a certain point no closer fitting to the original 
data can be obtained by the method. This point is determined when 
the sum of the squares of the deviations of the data from the final 
freehand curves are at a minimum. Charts 1 and 2 below show some 



Chart 1. Chart 2. 


of the experimental positions and the final positions of the freehand 
curves. 

9. On examining the table (p. 496) it will be seen that in the 
years 1922, 1923, 1926 and in the years 1927 and 1928 wholesale 
prices are roughly unchanged and therefore do not infiuence move- 
ments due to changes in the price of beef. If these be joined up by 
dotted lin^ (slightly adjusted for movements in wholesale prices), 
two lines are obtained with roughly the same slope and a tendency 
to a higher slope where wholesale prices are higher. They will 
also be seen to fall at certain distances from each other, showing 
the influence of forces displacing the demand curve. From these 

^ Statistical Methods for Research Workers^ by H. A. Fisher. 
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sections of curves vrith "wliolesale prices eliminated, an experi- 
mental curve is drawn. Deviations from this curve represent 
displacements in the demand curve and should therefore correlate 
with indices presumed to cause such displacement. In chart 2 
the deviations are plotted against wholesale prices, and it appears 
these account for the bulk of the displacement. Having completed 
the curve in chart 2, readings from the curve are used to correct 
the original data for movements in the wholesale index-number. 
The corrected data are plotted against the supplies of beef and 
the experimental curve coirected where found necessary. Such 
corrections are carried to chart 2, which is amended if necessary 
and the process is continued until the deviations of the original 
data from the curves without reference to sign are a minimum. 

10. In chart 2, with the exception of the years 1930 and 1932, 
there appears to have been very little lateral displacement in the 
demand curve. The fact that the line joining the points for 1930 
and 1931 runs parallel to the final curve suggests that there was an 
increase in demand (lateral movement to the right) in 1930, 
followed by the usual money displacement in 1931, and an equal 
decrease in demand (or lateral movement to the left) in 1932, 
thus restoring the curve to its former relationship to changes in 
the price level. The increase in demand in 1930 may be due to 
the fact that although employment deteriorated in 1930, prices 
were falling precipitately, and the additional purchasing power 
released by the lag in income and wage reductions more than 
offset the effects of increased unemployment, and resulted in an 
increased demand. In 1932 the effects of the cuts in salary and 
unemployment rates and the introduction of a customs tariff 
reduced general purchasing power, thereby causing a reduction 
in demand. Other parallel movements which can be discerned 
in the chart may also be correlated with movements in prices of 
competing food-stuffs, and the numerous forces responsible for 
lateral displacement of the curve. 

11. The table on p. 498 gives the original data, figures as 
computed from the curves, and the deviations of the actual from 
the computed prices of prime beef. 

12. As with most economic time series there is correlation 
between the deviations from the estimate and deviations from the 
average of the estimate, so that no useful purpose can be served by 
computing the standard error of estimate. If, however, owing to 
abnormal forces causing the lateral movements in 1930 and 1932, 
the observations in 1930 and 1931 be assumed to be outside the 
universe, this correlation is reduced to — 0-074, which is a negligible 
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factor for so small a sample. The standard error of estimate in 
this case is 1*16, or Tv-hen corrected for the smallness of the sample, 
1*50,^ so that although the observations in 1930 and 1931 fall 
outside the range of three times the standard error of estimate, 
none of the other observations falls beyond twice the standard 
error of estimate. The index of multiple correlation, which when 
corrected for size of sample is 0-9925, does not confirm the 
superiority of the curve over the straight line. 


\ 

i 

Year. 

1 

Volume of 
Beef and 
Veal- 

{ 

Wholesale 
Price 1 

Index. j 

Price of Prime 

Beef as 

Computed 
Price 
adjusted 
to Average 
of Observed. 

Deviation 
of Actual 
from 

Computed. 

Computed. 

Observed. 

1921 

100 

100 

100 

100 

101*6 

— 1-6 

1922 

106 

84^ 

76 

77 

77-6 

— 0-6 

1923 

111 

S3 

69 

69 

70-6 

— 1-6 

1924 

112 

90 

74 

71 

76-6 

— 4-6 

1925 

114 

88 

70 

70 

71-6 

— 1-6 

1926 

115 

81 

63 

64 

64-6 

— 0-6 

1927 

114 

79 

63 

61 

64-6 

-3-6 

1928 

112 

77 

63 

64 

64-6 

— 0-6 

1929 

111 

74 

61 

62 

62-6 

— 0-6 

1930 

109 

63 

54 

64 

55-6 

8-4 

1931 

108 

54 

48 

5Si 

49-6 

8-9 

1932 I 

102 

52 

56 

56 

57-6 

-1-6 

Totals 

1,314 

923*5 

797 

816-5 

816-2 

— 0*3 

Aver- 







age 

109-3 

77*1 

66-42 

6804 

68-02 1 

— 003 


13. Estimates of the volume of beef and veal consumed in 1933, 
made from the foregoing analysis of the shape and movement of 
the demand curve, exclusive of the figures for 1930 and 1931, 
will be shown to be within the expected limits, thus supporting 
the assumption of the exceptional lateral movement of the curve 
in these years. It is therefore suggested that, provided there be no 
good reason to expect violent changes in the demand for beef, 
due to a sudden change in taste, to an intensive economy drive, 
or sudden change in the standard of living, the foregoing analysis 
can be employed to estimate the effect on the price of beef of 


^ In. correcting tlxe standaxd error of estimate th.e formula >5® = ^-1“ 

n — m 

has been employed where y' — computed and y the observed values of the 
dependent variable, n the number of observations and m the number of degrees 
of freedom. For the latter, it has been assumed that the demand ctirve (chart 
1) is parabolic, requiring two degrees; the movements due to changes in the 
value of money are taken to be linear, requiring one degree of freedom, and the 
average requires the fourth degree of freedom. The index of multiple co -corre- 


lation is adjusted by the formula = 1 


(1 - 1 ) 


n — m 
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changes in consumption due, for example, to restriction of imports, 
and changes in the value of money- 

14. The relationship between the price of beef, wholesale prices, 
and supplies of beef and veal in Great Britain, appears to be that 
the curve falls 1§ points for every fall of 2 points in the wholesale 
price index. In the table below, the position of the curve is shown 
for various combinations of the wholesale index, and the price of 
beef. The table is given in greater detail for values within a 
certain range of present-day values, and is based on readings from 
the curves, excluding the years 1930 and 1931. This means that 
instead of raising the curve 1*6 units by equating the averages 
shown in paragraph 11, the curve is equated to the average of the 
ten years excluding 1930 and 1931, and is lowered by 0*1 unit. 
Such a table can only be used on the assumption that the condi- 
tions prevailing over the period to which the data refer are still 
valid. The fmrther the table is extended from the range of data 
covered by the analysis, the less reliable are the results.^ .A.bsolute 
figures of supplies of beef and veal have been related to the average 
of the computed index of volume for the period 1927—32. Prices 
of prime beef are considered as the dependent variable, and the 
limit of the range of observations is 52 for wholesale prices, and 
115 for the volume of beef and veal. 

15. It is interesting to employ the table to estimate supplies of 
beef and veal in Great Britain in 1933, a year not covered by the 
data. On the base 1867—77 equals 100, the Statist index-number 
was 79, and the prime beef relative 103 in 1933. Expressed on the 
base of 1921, these become 61 and 53 respectively. Reference to 
the table shows that supplies were slightly below 1,280,000 tons, 
an estnnate which is about 1^ per cent, below the final figure. If 
the final figure for 1933 be used to estimate the price of prime 
beef the result is 49, showing a deviation of 4 points, which is 
within thrice the standard error of estimate, as is pointed out in 
paragraph 13. In 1934 the Sauerbeck index rose to 82, and the 
price of prime beef fell to 98. On the 1921 basis the table must 
therefore be entered at 53 and 50 respectively, giving a figure for the 
total supplies of roughly 1,310,000 tons.® Although the error 

1 The standard error of estimate is, of course, relatively higher in the lower 
values of the dependent variable than in the upper, and represents the average 
standard error of estimate throughout the range of independent variables. 
Professor Schultz shows that the actual standfird error of estimate increases 
with the distance of the independent variables from the centre of the range of 
values, so that the greatest accuracy of the estimate is in the central values of 
the independent variables. 

® Since the price of prime beef is the dependent variable, the table should 
not be used to estimate supplies of beef and veal, and no standard error of such 
an estimate can be given. 
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due to lateral displacement is cumulative it appears to have been 
negligible except under conditions of violent change such as 
occurred in 1930 and 1931, and there seems no reason to allow for 
lateral movement in this estimate. 


Consumption of 
Beef and Veal 
in Great 

Computed Index of Volume on base 1921 = 
and also in thousands of tons (average 1927—5 
1,353,000 tons = 109). 

100, 
J2 = 

Index. 

Sauerbeck. 

1921 == 100 = 155. 

1,240 

100 

1,265 

102 

1 

1,290 

104 

1,315 

106 

1,340 

108 

1,366 

llOi 

1,390 

112 

1,415 

114 

1,440 

116 



Sauerbeck Price relative for Prime Beef. 
1921 = 100 = 195. 


100 

100 

96 

92 

; 88 

86 

84 

82 

80 

78 

95 

9di 

91i 

87^ 

8Si 

81i 

79^ 

77i 

76i 

734 

90 

91 

87 

83 

79 

77 

75 

73 

71 

69 

85 

87i 

83i 

79i 

75i 

73i 

71i 

69i 

67i 

654 

80 

83 

79 

75 

71 

69 

67 

65 

63 

61 

78 

81J 

1 77^ 

73i 

69i 

67J 

65^ 

63J 

61i 

594 

76 

791 

75| 

71§ 

67f 

66f 

63f 

61f 

69t 

57f 

74 

78 

74 

70 

66 

64 

62 

60 

58 

56 

72 

76J 

72J 

esk 

64J 

624 

60J 

68| 

564 

644 

70 

74f 

70f 

66f 

62f 

60f 

58f 

56f 

54| 

52f 

68 

73 

69 

65 

61 

59 

57 

55 

53 i 

51 

66 

714 

67J : 

63i 

69§ 

67i 

55i 

63J 

51J 

494 

64 

69| 

65f 

61t 

57f 

66f j 

53f 

5l| 

49f 

47f 

62 

68 

64 

60 

56 

54 

52 

60 

48 

46 

60 

68J 

64f 

62i 

58 J 

54^ 

62J 

504 

48J 

46J 

444 

58 

60f 

56f 

52| 

50f 

48f 

46f 

44f 

42f 

56 

63 

59 

55 

61 

49 

47 

46 

43 

41 

54 

61§ 

57J 

63^ 

49§ 

47i 

45 i 

43| 

414 

394 

52 

o9§ 

55f 

51f 

47f 1 

45§ 

43f 

4l| 

39f 

37f 

50 

58 j 

54 

50 

46 

44 

42 

40 

38 

36 


16. In order for a charge of one penny a pound on imported 
foreign meat to raise the home price of meat by one halfpenny 
per pound, and assuming that at present prices for beef and veal 
this would be a rise of 8 per cent, and that wholesale prices rise 
2 points, the table suggests that in the absence of exceptional 
changes in demand, supplies of beef and veal would have to be 
some 1,290,000 tons in 1935. Allowing for the possibility of a 
deviation of twice the standard error of estimate {i.e. of 3 points) 
below the required estimate by raising the price by seven units, 
supplies would have to be restricted to 1,270,000 tons in order to 
ensure a high probability of the price being raised by at least 
four points (always excluding the possibility of exceptional changes 
in demand). 


London, 


J. R. H. Shahe 


EXCESS WE COMPETITIOX IN THE RETAIL TRADES . 

CHANGES IN THE NE^^IBERS OF SHOPS, 1901-1931 

I 

The growing demand for the licensing of retail shops and a 
limitation of their number comes from two sources. First, 
zoning under the Town Planning Acts involves scheduling areas 
for shops and businesses, and decisions as to the extent to which 
shops should be allowed to penetrate purely residential areas. 
The decisions of the Town Planning authority must cover two 
points : the total number of shops to be provided, and their 
grouping and distribution. In order to determine their policy, 
authorities need some idea of the ratio of the number of shops 
to population, and the realisation that in England and Wales 
there is one shop to every forty or fifty persons has given rise 
to the view that this number is excessive, and that we are over- 
shopped.” Secondly, certain groups wdthin the retail trades, 
as well as producers whose goods are being distributed, also 
argue that the coTmtry is over-shopped, that this excess capacity 
results in inflated costs of distribution, poor rewards for many 
of those engaged in it, and diminished prices and proceeds for 
primary producers. 

Already numerous parties are willing to support or acquiesce 
in such a scheme of restriction. Those now in the trades would 
gain by being relieved of the pressure of new competitors. A 
number of Chambers of Trade have passed resolutions calling 
attention to the growth in the number of shops. It is said that 
the Federation of Journeymen Butchers have been considering 
the promotion of a Parliamentary Bill to limit the number of 
butchers’ shops by licensing. The Shop Assistants Union moved 
a resolution at the Trades Union Congress in favour of such a 
system. The excessive number of distributive agencies was 
criticised both by the Linlithgow Committee and the Samuel 
Commission. The Irish Free State Commission on the Regis- 
tration of Shops recommended a complete system of registration 
and lic en si ng . Thus, existing firms, workers, employers and 
Royal Commissions alike have supported or flirted with pro- 
posals for the licensing of shops, or have favoured a diminution 
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of their mimber. It is the purpose of this article to submit 
certain of the arguments to a statistical test. 

We may first reTiew briefly the evidence to be examined. 
In the course of the present debate on the subject, three senses 
of the term “ over-shopped ” have emerged. First, an imdue 
or increased proportion of empty or “ derelict ” shops is the 
aspect of the matter of most concern to the town planner. 
American experience gives him warning. Owing partly to over- 
estimation of probable population growth, often far too much 
land has been zoned for shops, to the eventual detriment alike 
of landowners and city authorities. The fear of creating dreary 
and derelict shopping sites has thus been strengthened. The 
New York regional survey suggested a standard which works 
out at about one shop to every twenty-one houses, half the number 
found in England and Wales. Secondly, the term also refers 
to the proportion of shops working at a loss, or at less than normal 
profits. The heavy incidence of bankruptcy in the retail trades 
is stressed, for example, by Mr. P. C. Hoffman in his striking 
plea for licensing shops, in Shops and the State^ and the State of the 
Shops. Thirdly, the term is used to mean an increased number 
of shops sharing the same volume of trade, each unit working 
at less than its optimum, so that costs and prices are increased. 
Several lines of argument converge on this point, (a) The great 
proportional grow'th of the numbers employed in the distributive 
trades. — ^According to the Census of 1931, the ratio of males 
employed per thousand of those employed in 1921 was 1,381, 
this being larger than that for any other occupational order, 
except entertainments and sports, clerks and typists, chemical 
and electrical manufacture. The figures for females were of the 
same character. The Ministry of Eabour returns of insured 
persons show that the distributive trades now employ more 
people than coal-mining and building put together. (6) The 
small number of families served by the average shop. — ^According 
to the Census of 1921, which gave figures of the number of build- 
ings recorded as shops, there was one shop to every twelve houses, 
every fifteen families, and every sixty persons. These general 
figures are not very useful, since there is a great variety of shops 
handling many kinds of products; whole groups of them are 
non-competitive. Even so, the figures of the number of families 
per shop in the separate trades are at first sight a surprise; e.g. 
in Southampton in 1928 there were 117 families per grocer’s 
shop, 309 per butcher’s shop and 401 per draper’s shop, (c) The 
few families served by the marginal shop and the poor reward 
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of the marginal unit. — ^IVIr. JL. E. Xeal ^ argues that the poor 
average txurnover — £10 of trade per day in many cases — and 
the large number of under-employed units, means overlapping, 
wasteful competition and an amount of internal slack which 
militates more than an 3 rthing else against economical working. 
]Mr. Dunlop’s figures, in the EcoNOiHC JouenaI/ of September 
1929, called attention to the small turnover and small size in 
terms of personnel, of typical units in many lines of trade. The 
Linlithgow Committee ® on the marketing of agricultural produce 
were clearly suspicious of great retailing concerns such as United 
Dairies, but equally condemned the multiplicity of retailing 
agencies, on the groimd that a large proportion of them were so 
small and inefficient that they could not provide their services 
except on wide margins, (d) A number of economists have 
argued that certain types of business policy, such as retail price 
maintenance, may lead to an increased number of firms, smaller 
average sales and higher costs.® 


II 

It will be seen that part of the case rests upon statements, 
expressed or implied, concerning the movement of profit and 
costs, and of the grouping of fi rm s at or below the margin. 
Thotzgh some work has been done on this, by Mr. Dunlop, Mr. 
L. E. Neal, and the Incorporated Distributors, as well as by 
Co-operative Societies and Eoyal Commissions, the information 
is still scanty, and -without special access to books a private 
inquiry can make little progress. The purpose of the present 
investigation was more limited. Running through the discussion 
is the assumption — often the assertion — ^that we are now over- 
shopped in the most obvious sense, i.e. that there is an excessive 
number of shops. Is there any statistical basis for this -view ? 

(1) We cannot make any very definite statements as to the 
total number of shops, or changes in their number, for the coimtry 
as a whole. The Census of 1921 gave the number of shops as 
616,000, or one per fifteen families.* This information was not 
given in 1931, and for this year we have to rely upon the total 
number of occupied persons who returned themselves as o-wners 
or managers of retail businesses. This was 569,000, or one per 

^ Neal : Retailing and the RuhliCf pp. 138—41, 146—7. 

® Lmlitligow Committee on IDistribntion and Prices of Agricnltural Products. 
Interim Report on Milk^ p. 93. Final Report, pp. 10—11, 23—24. 

® Braithwaite and Dobbs : Distrilyution of Conaumahle Goods, pp. 284—5. 
Chamberlin : Theory of Monopolistic Competition, pp. 104—9. 

^ One shop to every twenty-five families in rural districts. 
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eighteen families. These figures are not strictly comparable, 
especially in certain trades. Thiis, in Southampton 2,539 persons 
returned themselves as owners or managers of retail concerns, 
but there w*ere 2,850 shops. The Census of 1931 gave 424 such 
persons in the grocery trade, but there w’ere 337 shops ; in other 
cases the number of proprietors and m anagers imder-estimates 
the number of shops. Thus, in the case of confectionery and 
tobacconist shops, sometimes the owner and manager were 
concerned in one shop, or in others the owner of a small business 
apparently followed (and returned) some other occupation whole 
or part time, and employed a girl assistant. For these reasons 
the number of shops cannot be derived from the number of 
owners and managers- (2) We must therefore rely upon investiga- 
tion in “ typical ” towns. A number of towns in diSerent parts 
of the country, some ports, some industrial, some seaside resorts, 
were selected, as well as towns having different rates of increase 
in population, and an endeavour was made to trace the growth 
in the nmnbers of shops between 1901 and 1931,^ as compared 
with the growfh in the number of families and persons to be served. 
The basis of the information was found in the directories. It 
is not necessary to labour the difficulties to which such an attempt 
is exposed — changes of classification have to be watched, omissions 
suspected. But it seems probable that in many towns reputable 
directories were reasonably complete in 1901. The directories 
of one or two towns w-hieh would have been suitable, after scrutiny 
were not felt to be as trustworthy as desirable, and were rejected. 
Those which remain may be regarded as reasonably trustworthy. 
They represent our only means of bringing the statements of 
tendency to a numerical test, and no more reliable source of 
information is available. The accuracy of the directories for 
1931 is more easily tested. Where possible they have been 
checked against the local authorities’ records under the Shops 
Act, though even these are not perfect. As the results given 
below will show, any under-estimation of the number of shops 
in 1901 — ^and this is the most likely error — only strengthens 
many of the conclusions which can be drawn. 

One shop may sell two or more different categories of goods, 
and for the purpose of Tables II and III, which concern the 
different trades, it is then reckoned in each of the separate 
categories- But for the purpose of Table I these double reckon- 
ings have been eliminated as far as possible. The total number 
of shops shown in Tables II and HI thus exceeds the total number 

1 Following ttie procedure adopted in tlie survey of Southampton. 
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in Table I. A mimber of adjacent shops which have been turned 
into a single set of premises for selling one class of goods is regarded 
as one shop. Separately located branches under a single business 
control are counted separately. The figures show the number 
of distributive points, irrespective of size or financial control. 
Certain shops which provide consumers’ services, as distinct 
from disposing of goods ifi.g. hairdressers), are excluded- A 
point of importance is whether the growth of the number of 
shops is to be compared with the growth in the numbers of people 
or of families. Is the individual or the family the unit of con- 
sumption ? The answer varies from trade to trade. In the 

Table I (a) 

Shops per 1,000 Families, 1901—1931. (AU Trades.') 



Buildings 
classed 
as Shops, 
Census 1921« 

1901. 

1931. 

Percentage 
Increase or 
I>eerease, 
1901-31. 

Southampton • 

70-0 

78-3 

60-0 

— 23-4 

Bournemoutli . 

80-3 

94-4 

96-8 

+ 2-6 

Portsmouth 

87-0 

86-0 

72-7 

— 15-5 

Heading . 

76*0 

109-3 

68-5 

— 37-3 

Hull 

81-9 

113-2 

79-4 

— 29-9 

Cardiff . 

80-3 

89-4 

85-4 

— 4-5 

Bolton 

84-5 

84-3 

99-6 

4- 18-1 

Bradford 

75*8 

87-9 

69-4 

— 21-0 

Middlesbrough 

66-3 

82-4 

49-4 

— 40-0 

Huddersfield 

61-6 

58-0 

63-9 

+ 10-0 

Norwich . 

74-4 

70-1 

69-8 

— 0-4 

Poole 

— 

67-9 

55-3 

-- 18-5 

All Towns together . 

— 

87-6 

77-5 

— 11-5 


Table I (&) 

Shops per 1,000 Population,. {All Trades.) 



Buildings 
classed 
as Shopsy 
Census 1921. 

1901. 

1931. 

Percentage 
Increase or 
decrease, 
1901-31. 

Southampton . 


17-2 

17-3 

15-6 

— 10*4 

Bournemouth • 


18-3 

19*3 

23-6 

+ 21-7 

Portsmouth 


20-1 

19-0 

18-8 

— 1*1 

Beading . 


18-3 

22*7 

17-9 

— 21-1 

Hull 


18-9 

24*9 

19-8 

— 20*5 

Cardiff 


17-2 

18-4 

20-9 

4- 13-6 

Bolton 


20-1 

18-2 

26-8 

+ 47-2 

Bradford 


19-5 

20-3 

19-7 

— 3*0 

Middlesbrough 


14*1 

16-2 

11-7 

— 27*7 

Huddersfield 


16-5 

13-7 

18-1 

+ 32-0 

Norwich . 


18-2 

16*0 

18-4 

+ 15-0 

Poole 


— 

16*3 

14-5 

— 11*0 

All Towns together 


— 

19-3 

19-26 

— 0-26 
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case of grocers, the family is the more relevant unit, while for 
tobacconists it is the individuaL 

The first fact made evident by the table is that the total 
number of shops has decreased slightly as compared with the 
number of persons, and has declined sharply as compared with 
the number of families. In the period imder review, the number 
of families has, of course, increased more rapidly than the number 
of persons, but on either test, if these towns are representative, 
the figures afford no support for the view that there has been a 
great relative growth in the number of shops. Despite the 
growth of new shopping centres owing to the decentralisation 
of town populations, this general restilt can scarcely be unexpected, 
for it is a natural consequence of the economies of “ massive 
retailing,” as Marshall called it. Table I shows the relatively 
small number of persons and families per shop, when shops of 
all classes are lumped together, and it is that fact which has so 
surprised popular opinion, and is so freely quoted as indicating 
excessive competition.^ But this is only a confusion of issues. 
These shops are not all competitive, but are divided into numerous 
groups, such as butchers, grocers, chemists, booksellers, etc., 
which do not compete except in the sense that if a consxuner 
buys any one article, he has less money for other things. If 
these categories of shops are regarded, as they ought to be, as 
the distributive outlets, the last stage of a considerable number 
of quite different producing industries, then it is incorrect to 
throw these different classes of shops into a single figure. Their 
relation is not to one another, but to the manufacturing groups 
whose products they distribute. Mr. Neal, who is at pains to 
emphasise this, is overwhelmingly right. These general figures, 
then, afford no support for the view that we are over shopped. 

The next step is to investigate the separate trade groups. 
In some cases difficulties were encoimtered in keeping the defini- 
tions of the various categories consistent, but it is believed that 
this has been done with sizfficient precision to allow broad com- 
parisons to be made. Tables II and TIT below show the results 
for a number of separate trades. Two points must be bome in 
mind. Tirst, the two dates are arbitrarily chosen points of time, 
and not states of equilibrium. It is possible that an exceptional 
increase in any town may be merely a belated response to con- 
ditions favourable to growth which were already present at 
the earlier date. Secondly, the tables show both the ratio of 

^ See Report of discussion of Mx. Repler’s paper, l^ational Cliarnber of Trade, 
Sath. Conference, 1934. 
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shops to families and of shops to persons. Any conclusions 
drai^^Ti from them must distinguish between the cases in which con- 
sumption is principally on a family basis, and those in which it 
is mainly individual. 

Table II 

Percentage Increase or Decrease in the Number of Shops in Specified 
Trades (a) per 1,000 Population, and (b) per 1,000 Families, 
1901-31. {All Totans.) 


1 Percentage Increase or Decrease* 



Shops per 
1,000 pop. 

Shops per 
1,000 fams. 

China and Olass Dealers 







47-4 



51*2 

Pawnbrokers . 

* 







44-4 

— . 

49-4 

Photographers 

. 





— 

31-3 

— 

37-S 

Coal and Coke Dealers 





— 

30-S 

— 

37-9 

Booksellers 






— 

26-3 

— 

34-8 

Jewellers 






— 

22-2 

— 

30-6 

Tailors • 






— 

17-7 

— 

27-1 

Butchers 






— 

17-4 

— 

26-8 

Grocers . 






— 

14-8 

— - 

25-2 

Bakers . 






— 

11-3 

— 

22-1 

Drapers 






— 

11-3 

— 

21-8 

Outfitters 






— 

6-4 

— 

15-1 

Boot and Shoe Dealers 





— 

3-5 

— 

14-4 

Fishmongers . 

• 





— 

2-6 

— 

10-9 

Dairymen 






— 

2-4 

— 

14-1 

Fruiterers 






— 

0-9 

— 

9-8 

Mnsic and Piano Dealers 






— 

7-5 

Newsagents 






+ 

4-4 

— 

7-3 

Ironmongers . 






+ 

10-3 

— 

2-3 

Tobacconists . 






+ 

16-0 

+ 

0-4 

Chemists 






+ 

16-1 

+ 

1-4 

House Furnishers 






+ 

18-2 

+ 

6-1 

Cycle Dealers 







23-8 

-f- 

9-6 

Confectioners 






-1- 

71-7 

-1- 

52-7 

Opticians 






4- 100-0 


85-7 

Fried-fish Dealers 






+ 176-9 

4- 144-1 

All Trades 




- 

• 


0-26 

— 

11-5 


It will be seen that the trades fall into three d^tinct groups. 
Some show a relative decline in the number of selling points as 
compared with the number of families and persons ; some show 
a relative increase on both bases ; and others show an increase 
as compared with the number of persons, but a decrease as com- 
pared with the number of families. (1) It is striking that the 
food trades, precisely those in which the multiplicity of shops 
has been blamed for robbing both consumer and producer by 
raising distributive costs, are just those in which the decline in 
the relative number of shops is most striking. The average 
shop is serving more customers, not less. (2) In many cases the 
relative increase in the number of shops can be accounted for by 
No. 179. ^VOL. XLV. LL 
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rising standards of consumption, e.g. tobacconists, confectioners, 
opticians, fried-jSlsh dealers. (3) But in other cases, where rising 
expenditure standards are also evident, there has been a decrease 


Table III 

Percentage Increase or Decrease in Shops (A) per 1,000 Families , 
and (B) per 1,000 Persons in Specified Trades, 1901—31. 


Southampton 
Boumemouth 
Portsmouth * 
Beading 
Huli . 

Cardiff 

Bolton 

Bradford 

Middlesbrough 

Huddersfield 

ISTorwich 

Poole . 

AH Towns 


Grocers. 

Grocers 

and 

Shop- 

keepers. 

i 1 

Bakers.j 

But- 

chers. 

Drapers. 

China 

and 

Glass. 

Chem- 

ists. 

I 

Tobac- 
' conists. 

Confec- 

tioners. 

1 



(A) Per 1,000 

Families, 





— 146 

I —20*0 

— 45*2 

—23-2 

—40*1 

-54*5 

— 9*8 

4- 38*2 

4- 45*9 

— 22'5 

-245 

— 18*8 

-21-9 

—14*7 

—47*0 

-12-8 

4-115*7 

4- 25*4 

-16-6 

1 —18*5 

—36*6 

— 31*1 

—21*7 

i —50*0 

4- 3*0 

4- 6*1 

4- 33-6 

— 43*8 

— 26-2 

— 61*9 

-27*2 

—38*7 

—80*5 

— 15*6 

— 12*1 

- 12-6 

-40 0 

-29*4 

— 16*8 

—21*8 

— 28*6 

— 68*1 

—22*9 

— 61*6 

4- 21-9 

- 7-4 

— 8*7 

4- 1*1 

-SS-2 

—47*1 


— 13*8 

4- 86*7 

4- 77-9 

— 

4-29*4 

i 4-22 2 

-29*3 

— 15*0 

—20-3 

4-69*3 

4- 37*0 

-1-300*0 


— 26*7 

— 43*8 

-30-4 

—20*6 

-66-3 

4-20*3 

— 65*2 

— 14-1 

— 

-73*5 

— 21*0 

— 43*8 

-41*7 

-73-8 

4" 6*4 

- 34*6 

4- 67-7 

-f3X*2 

4-36*1 

— 15*4 

4- 4*2 

4- 6-8 

— 30*6 

— 4*5 ! 

— 40*4 

4- 62-7 

-f" 75*3 

— 13*8 

— 33*4 

-29-4 

— 15*5 

—66*6 

— 10*1 

— 20*9 

4-207-2 

-44-9 

-41-0 

-41*3 

-26*9 

— 13*5 

—68*6 

— 2*6 

4- 22*1 

4-174-3 

-25-2 

-21-0 : 

-22*1 

-26*8 

-21-S 

-51*2 

4- 1-4 

4- 0*4 

4- 52*7 


(B> Per 1,000 Perscms, 


Southampton 


- 6-6 

-35-6 

— 10-0 

—30*5 

—42*9 

4- 

3-1 

-h 

61-4 1 

4- 72-2 

Boumemouth 

- 9-5 

-11-9 

— 6-0 

- 8-5 

KIL 

-39-4 

4- 

3*0 

4-162*6 

4- 46*3 

Portsmouth , 

- 2-4 

— 4*6 

-25-9 

-19-6 

— 8-6 

-42-9 

4- 

22*2 

4* 

22*9 

4- 54*7 

Beading 

- 30*9 

— 9-1 

-61-7 

-10*0 

-22-8 

-76-0 

4- 

3*3 

4“ 

7*6 

4- 7*6 

HuU . 

- 37-6 

—20-2 

— 6*4 

-12-0 

-18-8 

-64*0 


10*3 


54-7 

+ 891 

Cardiff 

+ 10>2 

4- 8*6 

4- 21-1 

-26-2 

—36-6 

— 

Km 

4-122*0 

4-110*6 

Bolton 


-f-62-6 

4-52-S 

-11-7 

4- 6*3 

Kn. 

+ 110-5 

4- 

60*4 

4*401*4 

Bradford 


— 9-1 

—26*5 

— 14-6 

— 5*1 

-56-5 

4- 

48-1 


57-7 

-+- 6*7 

Middlesbrough 

— 

-68-4 

— 9-5 

-32-7 

-29-6 

-68-8 

4- 

22-7 

— 

21-9 

4-101-4 

Huddersfield 

4- 57-7 

4-63-2 

Kill 

4-25-2 

4-29-2 

-15*0 

4' 

12*5 


12*8 

4- 94*9 

Horwich 

4-101-5 

— 0-1 

-23-5 

-14-4 

- 2*2 

-64-7 


2*9 

— 

8-0 

4-251-7 

Poole . 

- 40-0 

— 41*0 

-36-3 

— 19*8 

— 5*9 

-66*0 

4- 

5-5 

4- 

33-3 

4-296*9 

All Towns . 

- 14-8 

— 10*4 

-11-3 

-17-4 

-11-3 j 

-47-4 1 

4- 

15-1 

4- 

15*0 

4- 71*7 


in the relative number of shops, e.g. ironmongers, china and 
glass dealers, drapers, booksellers and newsagents. Special 
circumstances, such as limitations of entry, or the development 
of new forms of retailing like the department store and the fixed- 
price bazaar, are often sufficient to account for these cases. We 
may conclude that despite the difficulties to which an attempt 
to test the matter statistically is subject, the foregoing investiga- 
tion shows, if its results can be regarded as representative, that 
statements asserting or implying that there has been a relative 
increase in the number of shops cannot yet be regarded as proven. 

The arduous and detailed calculations involved in the in- 
vestigations were carried out by Mr. Gilbert White, University 
College, Southampton, whose patient persistence calls for unstinted 
acknowledgment. p. Pore 

University College, Southampton, 








REVIEWS 


The Theory of Money and Credit. By Pkofessor Ltjij'VV'IG voiS' 
::Mises. (Cape. 1934. Pp. 445. 18s.) 

This is an English translation of the well-known Theorie des 
Geldes %ind der Umlaufsmittel, which appeared in 1912 and was 
reviewed in the Ecoisoaiic JoTJii5r.4jc, for September 1914. The 
translation has been well done by IVIr. A. E. Batson. It is of 
the second edition, which appeared in 1924. It is not necessary 
now to add anything to the very judicious appraisement of the 
general merits of the work made by Mr. Keynes, the reviewer 
of 1914. He recognised and commended its dialectical s kill and 
“ enlightenment,” but found it wanting in constiructive power. 

In what follows I propose rather to offer some detailed criticisms 
of the economic reasoning contained in the book. 

At the outset Professor von !Mises deals with the nature of 
money. He defines it rigorously as a medium of exchange. The 
concept of money as a medium of 'payment he rejects as appro- 
priate to the jurist rather than to the economist (pp. 36—7). 
He has a special antipathy to the “ nominalist ” theory of money, 
typified in the school of Knapp. He detests Etatism, and holds 
that it is usage, not law, that establishes anything as a medium 
of exchange, and that legal tender laws, which appear to prescribe 
the form of money, are usually in reality no more than a recognition 
of this usage. The decisive power of the State in the matter he 
attributes not to the forms of legislation but to the State’s control 
of the operations of coinage and of the issue of currency. People 
are led to use the media which they find actually available. 

Yet the antithesis between the two views of money is not 
so sharp as he supposes. Eor in practice what constitutes any- 
thing a medium of exchange is that whoever receives it knows 
he can pass it on, or, in other words, that he can use it as a medium 
of payment. 

That does not mean that a medium of exchange must be 
prescribed by law, for a medium of payment may itself be estab- 
lished not by any action on the part of the Government, but by 
usage. That applies both to the precious metals and also to 
credit instruments such as bank-notes, for a debt can be dis- 
charged by the assignment of another debt. Thus within certain 

L X. 2 
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limits the two definitions of money as a medium of exchange 
and as a medium of payment are equivalent to one another. 
INTor does the latter make any concession to Etatism. 

Professor von IVIises distinguishes “ money ” from “ money 
substitutes ” (p. 50). Money substitutes are claims to money, 
which, being payable on demand and perfectly secure, can be 
used as media of exchange at their full nominal value; they 
include paper currency, bank credit and token coins. 

Money, properly so called, he divides into (1) commodity 
money y which is at the same time a commercial commodity, (2) 
fiat money, which has a special legal qualification, and (3) credit 
money (p. 61). 

Credit money is distinguished from money substitutes in 
that it consists of claims, to money which are either not payable 
on demand or not absolutely secure. The value of such a claim 
is less than the amount of commodity money indicated, either 
because, as in the case of a bill of exchange, it is payable at a 
future date, or because payment in commodity money is not 
absolutely secure.” 

In the case of fiat money, it is not the material bearing the 
stamp that constitutes the money but the stamp itself ” (p. 62), 
but we encounter the rather astonishing statement that “ whether 
fiat money has ever actually existed is, of course, another question 
and one that cannot off-hand be answered affirmatively ” (p. 61). 

Token coins are to be classed as money substitutes and not 
as fiat money because, even -when not “ claims in the juristic 
sense,” they are nevertheless in practice convertible on demand 
into money. Glerman token coins under the Coinage Act of 1873 
“ did not in law constitute claims to money,” but “ were in fact 
cashed without any demur at the branches of the Reichsbank 
specified by the Chancellor ” (p. 55). 

When, as in England, token money in large sums is not cashed 
without demur, but a small commission is charged, does that 
constitute it fiat money ? 

And what is the position of defective coin, whether worn or 
imperfectly executed ? It may circulate at par for a long time, 
though no one undertakes to convert it into good coin. And 
then, when circumstances occur to bring Gresham’s law into 
operation and drive away all the good coin, what remains will 
circulate at a discount in terms of commodity money, but at 
par in terms of the money of account. How great a part that 
process has played in the monetary history of the world ! Yet 
Professor von Mises hardly mentions it. 
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“ It may be stated,” he says, “ as an assured result of in- 
vestigation into monetarjr history that at all times and among 
all peoples the principal coins have been tendered and accepted, 
not by tale without consideration of their quantity and quality, 
but only as pieces of metal of specific degrees of weight and 
fineness. Where coins have been accepted by tale, this has 
always been in the definite belief that the stamp showed them 
to be of the usual fineness of their kind and of the correct weight ” 
(p. 64). 

No evidence is quoted in support of this amazing statement. 
Had it been correct, worn and light coin would never have caused 
any trouble, except for the vexatiousness of weighing and the 
strain placed on the arithmetical attainments of the recipients 
of coin (no small matter in the IVIiddle Ages). Gresham’s law 
would have been inoperative, and the money could not have 
depreciated. 

It is probably true that in commercial and financial transac- 
tions on a large scale, and especially between distant centres, 
money has always passed by weight. But in small and local 
transactions payment by tale has been inevitable, and any 
temporary departure from it almost intolerable. 

The phenomena of imperfect coinage cannot be understood 
except by reference to a money of account, in which pecuniary 
contracts or debts are expressed, and which is distinct from 
the currency in circulation. A debt can be discharged in the 
currency of the day, but it is not correctly defined as a contract 
to deliver currency. The currency may be modified either by 
law or by usage within the duration of a debt, and even at a 
given moment there may be ambiguity as to the medium in which 
the debt can be discharged. Despite all such doubts or changes, 
the complex of debts preserves a continuous existence. Indeed 
the principle of the continuity of pecuniary relations is one on 
which Professor von Mises relies as an essential factor in his 
theory of the value of money. 

Whatever the true character of token money, it might have 
been expected that legal tender paper money would be classed 
as fiat money. But so long as it is convertible we are told to 
count it as a money substitute, and, when it becomes incon- 
vertible, as credit money. 

Credit money in that form is a claim to commodity money, 
which falls below par because it is insufficiently secure. We 
might infer that the value of an inconvertible currency is derived 
from the prospect of its future convertibility. But that view 
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Professor von ^Mises repudiates. His argument against it is a 
singularly lame one. How, lie asks, could it come about, as it 
did in Austria, for instance, in 1884, tbat government bonds 
bearing interest at o per cent, could be below par, and so valued 
less highly than non-interest-bearing currency notes (p. 127) % 

Surely if the paper currency is expected to become con- 
vertible into metal at a certain rate at a certain future date, an 
interest-bearing bond will be expected at the same future date 
to attain the corresponding metallic value, which for it may 
quite well be below par. The present value of the bond may 
be relatively somewhat higher, in that it will be earning interest 
in the interval before the currency becomes convertible, but the 
mere fact of its being below par proves nothing. 

Defective as this argument may be, the conclusion is, no 
doubt, true that the value of an inconvertible currency is in 
general determined not by the prospect of future convertibility, 
but by the present demand for it for the monetary use. 

Professor von Mises, however, does not offer us a very satis- 
factory explanation of how the monetary use determines the value 
of the unit. He criticises the quantity theory of money in that 
it only explains what causes changes in the exchange ratio between 
money and commodities, and not what determines the exchange 
ratio itself (p. 116). And he arrives at the conclusion that, to 
explain the exchange ratio at any time, we must follow the process 
of change, determined in accordance with the quantity theory, 
back and back to the time when the material of which the com- 
modity money is composed was valued merely as a commodity, 
uninfluenced by the monetary use (pp. 120—21). 

It is strange that he should have had recourse to so far- 
fetched a theory of the value of money. The quantity theory, 
in some forms at any rate, has not the fault he imputes to it. 
He himself, following Monger, expounds what is nowadays called 
the cash-balance ” theory, basing the quantity theory on the 
cash balances that individuals desire to hold. But he omits 
the essential principle that it is the wealth-value or purchasing 
power of the individual’s cash balance that is determined by 
his economic needs, and that equilibrium will be found at the 
price level at which the aggregate wealth-value of the cash 
balances required by all the people is equal to the aggregate 
wealth-value of the stock of money. 

Here we have a perfectly definite static principle determining 
the actual value of the monetary unit and not only changes in 
its value. Hor is it merely a recent development evolved by 
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Professor Pigou and ilr. Keynes from the tradition of Marshall’s 
oral teaching. Professor Marget has pointed out that it was 
clearly and adequately formulated by Walras (whose Theorie de 
la Monnaie is referred to by Professor von IMises on p. 116). Had 
Professor von IMises employed it, he could have explained the 
value of the monetary unit without reference to commodity 
money or to historical continuity’. 

He argues that individuals’ demands for money will not 
necessarily move in proportion to prices (p. 165). And as a 
dynamic principle that is, of course, so. But as a foundation 
for a theory of the value of money’ a static principle sujB&ces. 

Professor von Mises finds fault with economists like IVIill 
and Professor Irving Fisher, who, in explaining the Quantity 
Theory, have made artificial suppositions, such as that “ to 
every pound or shilling or penny in the possession of any^one, 
another pound, shilling or penny’ were suddenly^ added ” (p. 140), 
that “ what was previously called a half-dollar is now called a 
whole dollar,” or that “ the government gives everybody an extra 
dollar for each dollar that he already possesses ” (p. 144). He 
objects that even if such a thing did happen, a uniform exact 
doubling of prices could not be expected to follow. But the 
hypotheses made are merely devices to convey to the reader the 
significance of a static principle. And the static principle 
Professor von Mises recognises to be correct (p. 145). Indeed, 
he himself resorts to a similar hypothesis (p. 207). 

Although “ the central element in the economic problem of 
money is the objective exchange value of money, popxdarly called 
its purchasing power ” (p. 97), Professor von Mises is inclined 
throughout his book to minimise the importance of changes or 
differences of purchasing power. He so far indulges in paradox 
as to deny local differences of purchasing power : “ the purchas- 
ing power of money is the same everywhere ; only the com- 
modities offered are not the same. They differ in a quality that 
is economically significant — ^the position in space of the place 
at which they are ready for consumption ” (p. 176). We must 
not say that bread is dearer in Paris than in London, because 
bread in Paris is a different commodity from precisely similar 
bread in London. If we pay more for our bread in Paris, 
it is because we are paying for the advantage of being in 
Paris. 

When he comes to treat of changes in the purchasing power 
of money. Professor von Mises traces their harmful effects ex- 
clusively to the disturbance of the relative position of different 
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classes, in that some are in a position to adjust themselves to 
the changed conditions before others. 

He denies that a fall in the purchasing power of money can 
lead to increased production, except that if the conditions are 
such that wealth is transferred to the rich from the poor, saving 
and consequently capital-accumulation will be encouraged, and 
production will consequently be stimulated and so the welfare 
of posterity increased (pp. 208 and 221). 

What of the effect of a rise in purchasing power ? Cannot 
that cause a decrease of production ? Professor von Mises, 
when he expresses the consequences of a monetary disturbance 
in terms of the relative delay in adjustment of the different 
classes of the community, does not bring out the special im- 
portance of a lag in the adjustment of wages. Por it is that 
lag which is the cause of imemployment, a topic which he 
altogether neglects. 

Perhaps if he had ever envisaged a disparity of costs and 
prices arising from a monetary contraction which depresses 
prices relatively to wages, he might have been less sceptical 
of the possibility of a monetary expansion increasing production. 

The subject of the third and concluding part of the book 
is Money and Banking. Banking is the source of “fiduciary 
money,” that is to say, such part of money substitutes as is 
not backed by commodity money. The part that is so backed 
is to be called “ money-certificates,” so that if there are bank- 
notes in circulation of which one- third is covered by money and 
two-thirds not so covered, then each individual note is to be 
reckoned as two-thirds fiduciary medium and one-third money- 
certificate (p. 133). 

A bank, when it grants credit, creates the fiduciary medium 
“ practically out of nothing ” (p. 306). The banks “ are in a 
position to satisfy all the requests for credit that are made to 
them. But the extent of these requests depends merely upon 
the price that they demand for granting the credit ” (p. 310). 

“ By reducing the rate of interest charged on loans, it is possible 
for the banks indefinitely to increase the public demand for 
credit. And since the banks ... can meet all these demands 
for credit, they can extend their issue of fiduciary media 
arbitrarily ” (p. 354). 

^The banks have it in their power to reduce the actual rate 
of interest below the natural rate. “ Does the matter rest there, 
or is some force automatically set in motion which eliminates 
this divergence between the two rates of interest? ” (p. 360). 
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Of course convertibility into commodity money may impose a 
limit. But how does the position work out when there is no 
prescribed limit to the creation of fiduciary money 1 

Professor von Mises employs the Bohm-Bawerk theory of 
capital, expressing the capital equipment of industry in terms 
of the period of production,” which “ must be of such a length 
that exactly the whole available subsistence fund is necessary 
on the one hand and sufficient on the other for paying the wages 
of the labourers throughout the duration of the productive 
process ” (p. 360). When the rate of interest is reduced below 
the natural rate, “ a lengthening of the period of production 
promises for the time to be profitable.” If the demand for 
capital goods is artificially reinforced in this way, “ a time must 
necessarily come when the means of subsistence available for 
consumption are all used up, although the capital goods employed 
in production have not yet been transformed into consumption 
goods ” (p. 362). 

Thus whereas “ the increased productive activity ... at 
first causes the prices of production goods to rise w^hile the prices 
of consumption goods, although they rise also, do so only in a 
moderate degree, viz. only so far as they are raised by the rise 
in wages,” yet soon “a counter-movement sets in; the prices 
of consumption goods rise, those of production goods fall. That 
is, the rate of interest on loans rises again, it again approaches 
the natural rate ” (pp. 362—3). 

The assumption is that a change in the relative price levels 
of consumption goods and production goods can be identified 
with a change in the rate of interest (pp. 339—40). But that 
is not so. A relative rise in the prices of consumption goods 
can perfectly well coexist with a low rate of interest. The result 
will be an extra profit to the dealers in consumption goods, which 
might make them toilling to pay a higher rate of interest. But, 
if the banks choose to go on lending at a lower rate, that merely 
means that the extra profit persists. 

If we start by assuming a creation of credit by the banks 
in favour of people who use it for the production of capital goods, 
we find that this increased demand for capital goods is quickly 
accompanied by an increased demand for consumption goods, 
as the production of the capital goods generates incomes and 
therefore demand for goods in general. There is a general ex- 
pansion of demand and a general rise of prices. The price level 
of consumption goods may rise either more or less than that of 
capital goods (and it should be remembered that an expansion 
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of the demand for consumption goods itseM tends to evoke an 
increased demand for capital goods). 

But in any event, so long as the banks continue to ofEer loans 
at a low rate of interest, that will be the rate prevailing in the 
market. The general rise of prices will mean a prevalence of 
excess profits, among which the excess profits directly due to the 
saving on the charges for boaxowing will be quite a minor affair. 

The idea that expansion will be brought to an end by the 
exhaustion of the “ subsistence fund ” is qTxite baseless. In 
B6hm-Bawerk*s theory the subsistence fund includes the entire 
capital equipment of the community, the actual stock of fibnished 
goods available for consumption being a relatively small item. 
The general expansion of demand encroaches on this stock, but 
the rise in prices of consumption goods supplies the necessary 
corrective and prevents the stocks from being depleted. The 
subsistence fund as a whole, including as it does the new capital 
in course of production, is increased. 

But Professor von Mises’ treatment of this part of bia subject 
is further open to criticism in that he neglects the distinction 
between the long-term and short-term rates of interest. He 
supposes that when the banks reduce the rates they charge, the 
effect will be felt in a stimulus to the production of capital goods. 
But the rate of interest charged by the banks is a short-term 
rate, and while a reduction is likely to react in some measure 
on the long-term rate, and so ultimately to stimulate capital 
outlay, the more direct effect is on the short-term borrowing, 
which is mainly for purposes of working capital and especially 
for the purchase of goods for sale or for use in production. And 
here the stmiulus is likely to be felt from the beginning to a great 
extent in an increased output of consumable goods. 

It is only because he lumps together the long-term and short- 
term investment markets that Professor von Mises so far ignores 
the predominance of the banks in the latter as to say : “ we 

obviously need only consider the case in which the banks 
reduce the rate of interest below the natural rate. The opposite 
case, in which the rate of interest charged by the banks is raised 
above the natural rate, need not be considered; if the banks 
acted in this way, they would simply withdraw from the eompeti- 
tion of the loan market, without occasioning any other noteworthy 
consequences ” (p. 360). 

Since the banks are practically the only short-term lenders 
in the market, the consequences of their charging high rates are 
very noteworthy indeed ! Here, in fact, is the whole question 
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of deflation. To exclude this contingency is to exclude the 
possibility of production being restricted through a credit con- 
traction and an appreciation of the monetary unit. It is to 
exclude even the possibility of a deterrent bank rate. That 
explains how it has been possible for Professor von JMises to say 
that a depreciation of the monetary unit cannot increase pro- 
duction. If we assume that there can never be any unemployed 
productive capacity, we need not consider the case of an increase 
in production except as a result of an increase in the factors of 
production. 

When he turns to the historical application of his doctrine 
of crises. Professor von IVIises observes that the banks have 
always left off expanding credit before reaching the limit, on 
account either of their own misgivings or of the statutory limita- 
tion of the currency, “ and so the crises broke out before they 
need have broken out ” (p. 365). If that is so, the doctrine 
would in any case hardly offer an explanation of the crises that 
actually occur. 

In the preface to the second edition Professor von Jklises 
expresses a more unqualified belief in his theory as a sufficient 
explanation of crises, and in the new preface that he has now 
written for the English edition, he reaffirms it, contending that 
“ attempts to carry out economic reforms from the monetary 
side can never amount to anything but an artificial stimulation 
of economic activity by an expansion of the circulation, and this, 
as must constantly be emphasised, must necessarily lead to crisis 
and depression. Recurring economic crises are nothing but the 
consequence of attempts, despite all the teachings of experience 
and all the warnings of the economists, to stimxilate economic 
activity by means of additional credit ” (p. 21). 

It will be noticed, however, that he no longer denies that 
credit expansion may “ sthmilate economic activity.” And he 
points out that, when there is a general fall of prices, “ stabilisation 
of wages must mean increasing unemployment and the perpetua- 
tion of the disproportion between prices and costs and between 
outputs and sales, which is the symptom of a crisis ” (p. 15). 
The troubles that followed the restoration of the gold standard 
in England were due, in his opinion, “ to the gold value of the 
pound having been stabilised at a higher value than corresponded 
to the level of prices and wages in the United Kingdom ” (p. 14) ; 
and the reason for the country lapsing from the gold standard, 
instead of employing “ the customary and never-failing remedy 
of raising the bank-rate,” was “ to prevent a further fall of prices 
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in England and above all, apparently, to avoid a situation in 
which, reductions of wages would be necessary ” (p. 16). 

K oiir lapse from the gold standard was (as it seems) “ an 
attempt to carry out an economic reform from the monetary 
side,” does he conderon it as necessarily leading to the sequence 
of excessive expansion, crisis and depression 1 According to his 
doctrine the danger is that, if the banks, which have in the past, 
as he says, invariably of themselves put a limit to such an ex- 
pansion, fail to do so, the country will be faced eventually with 
an exhaustion of the “ subsistence fund,” which will no longer 
be sufficient to sustain the excessive investment activity which 
will be in progress ! Surely there will be time enough to think 
of the subsistence fund ” when the investment activity has 
begun. And meanwhile the depreciation of the pound seems to 
be the most logical and natural correction of the disproportion 
between prices and costs. 

If he thinks it would be better to rely on a reduction of wages 
(which the experience of the restored gold standard in 1925—31 
has showm will not occur), surely it is for him to explain why. 

R. G. Hawtbby 


Economics and 'Practice. By A. 0. Bioott. (Macmillan. Bp. 

164. 4s. Cd.) 

Ih these Six Lectures on Current Issues, Professor Pigou has 
allowed him self a freedom of expression which enables those 
who know him only through his classical writings to make a 
closer and more personal acquaintance. The same deftness of 
argument and clarity of reasoning are used to separate the right 
and wrong, as regards both meaning and purpose, in the utterances 
and acts of public men on such main issues of our time as Reflation, 
Public Works, the Trade Balance and the Tariff, Planning and 
Restriction. He allows himself a welcome indulgence of phrase 
and of incisive wit which reveal to his wide circle of readers 
something of the personality they may have thought of only 
as a stem taskmaster, but now become intimate and friendly. 
On a few occasions he quite lets himself go, and these are fair 
blows, always with a velvet glove. Throughout, and in this 
setting of less formal exposition, the lectures are at the heart of 
the issues with which they deal. 

There are signs in this book of the manner in which the com- 
plexity of the economic problem has influenced the confidence with 
which economists used to speak on some major questions. It is 
possible to give away too much to the contention that economics 
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must be purely positive. The broadening of the basis from wealth 
to welfare makes the line between the positive and the normative 
very thin. We have for long been supposed, and have been 
accused for supposing, that there were non-economic lines of 
policy. Some still think so, in distinction from opportunist 
or historical schools. One can imagine some characteristic 
remark from Ashley had he lived to read, for example, the end 
of the fifth of these lectures. 

Professor Pigou regards the Planning argument as a “ castle 
of words,” unless we know to what end we are planning. On 
the other hand, he speaks (p. 31) of a planned society as a 
significant idea. I understand planners to hold that, whatever 
the end, it is more likely to be obtained the more there is unified 
supervision over the use of national resources. I agree that this 
is not free from mere verbal assumptions. Supervision over, 
for instance, foreign trade or private enterprise may take place 
at General Elections, and if the decision is to leave them both 
free, then free trade and private enterprise become plans. The 
term seems to be used at present to describe the fact of dehberate 
choice, or the substance of what is chosen, or the method by which 
something is done. 

The lecture on the Balance of Trade recalls the Essay of 
GifEen, who in 1901 raised and answered the same question : 
whether we are living on capital when foreign investment is being 
reduced. Professor Pigou sees the necessity, a generation later, 
of underlining the main contention of that Essay, that the analogy 
of an individual fails in the case of a community, but he extends 
the argument to cover some special features of the time when 
alarm was taken. The lecture on Economy and Waste deals 
particularly with that form in which the “ public works ” problem 
presents itself when a slump is in being, as distinct from the larger 
question of long-period flexible programmes. This lecture 
should be read with the well-known pamphlets of five years ago, 
and the famous (or notorious) Treasury Memorandum. Pro- 
fessor Pigou has drawn attention to the distinction, which was 
emphasised to me by civic engineers, between the administrative 
attitude towards altering the pace of the development of public 
works, and the retrospective view of how boom and slump 
might have been adjusted to each other. The Poor Eaw Com- 
mission, which started this discussion, took academic evidence 
on the latter point, but none from administrators on how it 
appeared to them. 

The lecture on Bestrictions raises the whole of the post-war 
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problem which has been called by Stamp the technique of 
economic change.” The right and the wrong are mixed in some 
half-dozen methods of carrying the losses of adjustment, of which 
the chief types are discussed here. The moral of Professor 
Pigou’s argument is seen in the choice that is now before the 
cotton spinners, and their difficulty in making it. 

This book is well named, for it makes practice meet economics. 

All Sends College, D. H. Macgregor 

Oxford. 

Udonetory JPolicy and Economic Stabilisation. Py A. D. Gayer. 
(London : A. & C. Black. 1935. Pp. xiii 288. 8s. 6d.) 

This is a timely book. Mr. Gayer has gleaned with discrimina- 
tion in the fertile field of recent writings on the subject of money. 
The result is a straightforward discussion of general monetary 
principles in relation to monetary practice, primarily in the United 
States and Great Britain, — the two countries, according to Mr. 
Gayer, upon whose policy the future of the gold standard essentially 
rests. 

That these two countries should proceed with deliberation 
in taking a decision to return definitively to gold is the conclusion 
to which in Mr. Gayer’s judgment the experience of the Great 
Depression points. His reasons are different from those of 
Messrs. Warren and Pearson, who attribute the collapse of prices 
to a world shortage of monetary gold. This argument he success- 
fully confutes. Further, he suggests strong grounds for believing 
that upon certain conditions a future shortage is unlikely and 
that therefore consideration of other rival or complementary 
metallic bases, with their grave disadvantages, may properly 
be dismissed. Pactolus yet has sands of gold. 

But the distribution of gold reserves amongst central banks, 
and related credit policies, have been, and must be, matters of 
vital concern. Mr, Gayer holds that the world slump was 
due to the fact that rigidities in internal price and cost structures, 
suffering the impact of unequal technological advance in 
different industries and countries, gave rise to international 
economic strains which led to, and in turn were enhanced by, 
a maldistribution of gold. Ho account of the origins of the world 
slump will be likely to touch that of Mr. B-obertson ^ in sense of 
proportion and in masterly conciseness. But Mr. Gayer provides 
a lucid survey of certain main aspects of developments in the 


^ Pigou and Robertson : £Jconomic JSssays / the World Slump* 
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United States. Tlaere the early inflow of gold made possible, if it 
did not actively generate, “relative inflation” (in the sense of a 
stable commoditj- price-level despite falling costs), labour income 
failed to rise enough to prevent the emergence of substantial 
“ profit inflation ” (in the terminology of ilr. Keynes), and, finally, 
bubble speculation in securities and real estate attracted both 
foreign and domestic capital on a vast scale. 

If ZVIr. Gayer has perhaps too simply explained American 
post-war economic disequilibrium by reference to the slow rate of 
change in labour income, his analysis does bring out sharply 
two major issues pertinent to the question of a return to gold. 
First, from a long-period point of view, is an approximately stable 
or a cost-following price-level the desideratum in a progressive 
economy ? Mr. Gayer’s discussion of this issue is looser than that 
of IVIr. Harrod ^ ; but vrith an eye to practical policy he proposes 
an answer tentatively in favour of the former alternative for Great 
Britain and of the latter for the United States. This answer 
obviously points at least to a measure of independence of their 
monetary systems. Secondly, can central banks in pursuit of 
a chosen objective obtain adequate control over the effective 
supply of money? Mr. Gayer notes the importance of changes 
in the velocity of circiflation of deposits and cash in the American 
boom and subsequent collapse. Will legislation as to “ security 
loans,” the Reserve Board’s new power to vary member bank 
reserve requirements, the co-operative timing of public works 
to balance variations in private investment, be likely to succeed 
where discount rate changes and open-market operations alone 
may fail ? Mutatis mutandis, to what extent can the Bank of 
England, under the aegis of the Treasury, regulate in practice the 
effective volume of credit 1 How are gold movements to be dealt 
with which follow in the wake of short-term capital, unduly 
responsive as the latter is nowadays to changes in relative dis- 
count rates, or uneasily fugitive at the beck and call of Rumour ? 
These and other problems of technique, Mr. Gayer urges, press 
for solution before Great Britain and the United States commit 
themselves to a common gold standard. 

Meanwhile the figures of international trade mark the cost 
to the peoples of the world of monetary frames of reference no 
less relativist than the conceptual framework of modem physics. 

M. Tappajst Homoim 


^ Economica, August 1934. 
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The Exchange Equalisation Account, !By F. Haul. (Mac- 
millan & Co., London, 1935. Pp. 115. Is. Qd.) 

“ SiMPi.iciTY’ and secrecy have characterised the operations 
of the Exchange Equalisation Account.” There can be no doubt 
as to the secrecy, though secretiveness may be a better word, 
but simplicity is another matter. The basic principles are no 
doubt clear enough, at anj^ rate when expounded by Mr. Hall, 
but the modus operandi — ^the technical mechanism of the Account — 
is not so simple, largely owing to its first characteristic. Indeed 
Mr. Hall is perhaps not as informative on this aspect as he might 
have been, and a comparison of his book with the recent article 
by Mr. Paish on the same subject in Economica of Eebruary 
1935 shows that the former has not contrived to extract all that 
could be squeezed from the scanty information available : it is 
a pity that the article should not have appeared before this book 
was published so that Mr. Hall could have availed himself of the 
extremely ingenious method devised by Mr. Paish for calculating 
the magnitude of the operations conducted by the Account. 

Mr. Hall uses the Exchange Equalisation Account as a peg 
on which to hang a most illuminating study of the problems and 
difficulties of currency management in post-war conditions. He 
shows that the growths of international deposit banking (to use 
the Macmillan Committee’s phrase), and the extent of internal 
unfunded indebtedness, have fundamentally altered the working 
of currency standards and have put quite new problems before 
those responsible for their management. 

In his study of the working of the Exchange Equalisation 
Account 3rlr. Hall differentiates sharply between the period 
before and after April 1933. He holds that prior to that date 
the Account was “ essentially an accountancy device to facilitate 
short-term capital movements and to prevent them disturbing 
either the exchanges or the supplies of money in the market.” 
Since that date the Account “ appears to have been exercising 
a positive policy with regard to the external value of sterling. . , . 
The pound becomes a satellite of the dollar as the result of the 
deliberate choice of the Exchange Account, and the gold cur- 
rencies are allowed to appreciate in ter ms of sterling to the level 
necessary to equate the dollar and the pound.” The results of 
this policy were to deflate prices in the gold bloc countries and to 
intensify world depression. It may be noted, however, that since 
August 1934, i.e. subsequent to the period covered by Mr. Hall, the 
Account appears to have sold sterling heavily in the endeavour 
to support the sterling— franc exchange. 
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In a very interesting chapter he advocates the continuance 
of the Exchange Equalisation Account, not, however, as a separate 
Fund, but incorporated in the Issue Department of the Bank 
of England, and he shows how this would increase the control 
of the Bank of England over the exchanges and monetary 
conditions in general. 

While a number of criticisms could be made on points of 
detail, there can be no doubt that Mr. Hall has made a valuable 
contribution to an important aspect of the problem of currency 
management . 

C. W. Guillebaud 

St. John’s College, 

Cambridge. 

Studies in Capital and Investment. Edited by G. D. H. Cole. 
(GoUancz. 1935. Pp. 320. 12s. 6d.) 

This volume includes eight essays by members of the 
Economic Section of the Isew Fabian Research Bureau, and in 
the Introduction it is emphasised that the Bureau exists to 
promote research rather than to prepare policy. No doubt 
this can be used to protect the authors against the charge of lack 
of agreement on particular points, but as a product of co-operative 
research the results are definitely disappointing. Apart from an 
apparent agreement on the main lines of socialist policy, there is 
little evidence of conscious planning in the preparation of the 
studies as a whole. Nor is it too much to ask that in works which 
are issued xmder the cloak of research the temptation to indulge 
in the cheaper dialectics of mere propaganda should be avoided. 

Mr. Dickinson’s opening essay on “ The Failure of Economic 
Individualism ” makes the usual points as to the working of the 
price mechanism on the assumption of complete competition 
together with the effects which might be expected to follow the 
introduction of privately controlled monopoly. The problem 
is approached analytically rather than realistically. But even 
on its own formdations the essay is incomplete. The defects 
of the capitalist system are ranged under three heads — ^the devia- 
tions from ideal equilibrium under competition, the deviations 
due to monopoly, and the dynamic disturbances associated with 
the working of the monetary system — ^but only the first two of 
these are discussed. Perhaps the author came to realise that 
different types of monetary system are consistent with capitalism. 
But nowhere among the eight studies is there any real discussion 
of monetary policy despite its importance for problems of capital 
No. 179. VOL. XLV. MM 
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iirvestment. The onlj^ references occur later in the book, where 
it is indicated that under socialism some foreign exchange control 
would be necessary, together with the point that the gold standard, 
if it existed, would have to be suspended, at least during the 
transition. 

]VIr. Cole’s essay on “The Evolution of Joint Stock Enterprise ” 
adds nothing to our existing knowledge and disappoints just 
where it might perhaps have been interesting. On the question 
of compensation under socialism, after a few very slight observa- 
tions we are left with the statement that “ this whole question 
obviously requires far more thinking out than I can hope to give 
it in this section ” (p. 98). 

The essay on “ Recent Capital Issues ” reaches a somewhat 
higher standard of research, and the same may perhaps be said of 
the essays on “ Insurance Companies and Investment Trusts ” 
by Mr. Williams and “ Building Societies ” by Mr. Watkins. 
The chapters on “ Eoreign Investment,” “ The Problem of Foreign 
Exchange Control,” and “ The State and Investment ” leave 
many questions imasked, while some of those that are asked 
remain incompletely answered. IVIr. Bavies is apparently satis- 
fied that under socialism, foreign investment policy may be 
used for political purposes, while for Mr. Radice it is an rmanswered 
question whether it is desirable for a socialist state to have any 
foreign investments- The possibility of retaliation against the 
socialist state does not seem to have occurred to Mr. Davies, 
though it is surely permissible to imagine that conflicts of interest 
could occur not merely between socialist and non-socialist states 
but also between states which agreed to wave the flag of socialism. 

On the question of foreign exchange control, we are told 
that the object would be to “ secure the largest possible volume 
of those imports which will serve industries and raise the standard 
of living of the workers ” (p. 277). But it is difficult to derive 
much enlightenment from the statement that the main safe- 
guard against “ black ” exchanges would be “ to relate the ex- 
change rate as far as possible to the external and internal values 
of the currency (perhaps on a ‘ purchasing power parity * basis), 
having due regard to the balance of payments ” (p, 288). 

There is no discussion of the important problem of the supply 
of savings under socialism for the community as a whole, and 
Mr. Radice is singularly naave in his discussion of the attitude 
to be adopted with regard to non-socialised industries. On 
the one hand, it is indicated that there would be increased taxa- 
tion on und istributed profits, but on the other — ^and indeed on 
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the following page — “ it will probably be advisable in. the early 
stages of socialisation to encourage rather than to discourage 
the accrunulation of capital by private industrial concerns ” 
(p. 304). Perhaps it would be wiser to postpone consideration 
of this point until ilr. Cole has given more attention to the question 
of compensation. 

D. T. Jack 

The University^ 

St. Andrews. 

The Modem Corporation and Private Property. By A. A. Berle 
and G. C. Means. (New York : Macmillan Co. 1934. 
Pp. 396. 165.) 

Liqyid Claims and National Wealth. By A. A. Berle and 
V. J. Peberson. (New York : Macmillan Co. 1934. 
Pp. 248. 105. Qd.) 

A CURIO ITS but unfortunate fact about realistic economic 
studies is the unequal amount of research devoted to equally 
important problems. Dozens of books have appeared on the 
Trust Problem and Industrial Combinations ; practically none 
on the Joint Stock Company. Yet the majority of combines 
are joint stock companies, and it is impossible to appreciate the 
effects of combinations on social and economic control, on plan- 
ning and on efficiency, unless one understands the way a joint 
stock company works out in practice. 

Here at last, in The Modem Corporation and Pmvate Property, 
is a book that analyses the actual practice and the implications 
of the joint stock method of organisation. The book is wri tten 
by an excellent combination, an economist and a lawyer trained 
in the realistic Harvard School. Por the subject transcends 
economics ; and until a school of political science arises that 
deigns to deal with economic organisation, a lawyer trained in 
the problems of the Great Society is likely to be the best locum 
tenens. As things turn out, we are not disappointed. 

The authors begin with an estimate of the importance to 
American economic Hfe of the bigger companies; they limit 
themselves to the biggest two hundred non-jBbaancial corporations. 
Such limitation is justified by the amazing discovery that 
mere two hu ndr ed, out of the three hundred thousand non- 
financial corporations of America, own 38 per cent, of the entire 
business wealth of the United States and that this proportion 
seems to be growing fast. Even to one who has always believed 
in the importance of large-scale firms, this discovery is staggering. 

M M 2 
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As tlie authors say (p. 45), “ a study of the directors and senior 
officers of the two hundred largest companies, their training, 
social background and other characteristics, would reveal more 
of vital importance to the community than a study of those at 
the head of thousands of smaller companies ; ” and they are 
able to start such a study by naming the two hundred corporations 
and giving fairly precise details as to where control is vested in 
each case. And here a second fact emerges, more staggering than 
the first. The predominant type of controller is not some compact 
minority group of shareholders holding a sufficient proportion of 
shares to ensure, -with proxies, a 51 per cent, majority of actual 
votes cast at shareholders’ meeting, but a type holding practically 
no shares at all. Where is the entreprenetir ? What becomes 
of the Golden Rule that control goes with risk ? Nothing is left 
but a board of “ managing ” directors who control, and of “ sleep- 
ing ” shareholders who own ; there is apparently no controlling 
ownership or owning controllership. Here is a bare summary 
of the statistics. Ultimate control by minority shareholders 
is true for only 14 per cent, of the aggregate capital owned by the 
two hundred biggest corporations ; control by practically share- 
less managers is true for 58 per cent, of the capital. The other 
types of control that prove to be of insignificant importance are 
control by private ownership {e.g. Rord’s) 4 per cent. ; and by a 
majority of owners, 2 per cent. There remains 22 per cent, of 
the capital, controlled by some legal device such as the holding 
company or special vote -weighted stock. 

The facts thus disclosed justify the authors in indulging 
(Book IV) in some pretty philosophy. What has become of 
the profit motive ? Why should comparatively share-less 
directors strive for efficiency ? What has become of the pro- 
perty-rights of a shareholder ? The authors can only answer 
in terms of communism. “ This corporate development represents 
a far greater approach towards communist modalities than appears 
anywhere else in our system. It is an odd paradox that a cor- 
porate board of directors and a communist committee of commis- 
sars should so nearly meet in a common contention ” (p. 278). 
The capitalist ” shareholder has sold his rights for a mess of 
pottage ; in exchange for a share in control he gets the continuous 
chance of selling out by means of the Stock Exchange, and this 
liquidity is, apparently, all that the himdreds of thousands of 
American shareholders desire. 

This brings us to Mr. Berle’s second book, collaborating here 
with Miss Pederson. The crux of this work on Liquid Claims 
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and I^aiional Wealth is the discovery that the proportion of 
national wealth formed by liqtiid resources (i.e. bank deposits, 
PEES insurance policies’ cash surrender values, pees market 
value of domestic stocks and bonds less finance securities, mtses 
certain deductions for overlapping) had increased from 20 per 
cent, in 1912 to 28 per cent, in 1926, and to 40 per cent, in 1930. 
Obviously this has an important bearing upon the crash of 1930, 
and (as the authors point out) if the trend continues, on future 
crashes. But before becoming alarmed one would like more 
information and discussion of the methods of valuing the “ national 
wealth” that forms the denominator of the percentages. Was 
this valuation physical and objective, or economic and dependent 
on the current rate of interest ? As it is, we are merely given a 
reference (p. 218) to official figures. 

The book is clearly written and scrupulously separates history, 
analysis and statistics in Part I from the observations, speculations 
and interpretations of the authors in Part II. There is an 
admirably thorough analysis of the conception of liquidity 
distinguishable as “ shiftability ” or “ marketability with price 
stability ” as against the older notion of a maturing self-liquidating 
asset flowing towards consumption. Unquestionably the authors 
are working an important line of research into the economic 
conjuncture that economists should keep well in sight. 

P. Sabgakt Feobence 

University of Birmingham. 

Planning for Employment : a Preliminary Study by Some 
Members of Parliament. (London : Macmillan & Co. 
Pp. xii -j- 97. 2s.) 

Pleasures of Planning. By I. M. Hobobiis', M.P. (London ; 

Macmillan & Co. Pp, is: -j- 192. 4a. 6d.) 

Principles of Economic Planning. By G. U. H. Coee. (London : 
Macmillan & Co. Pp. xxiii 435. 6a.) 

Peaetsteng may have such a wide or such a narrow connotation 
that one is inclined to recommend writing the word accordingly 
with a large, or with a small p. Businesses often have planning 
departments that merely exist to carry out orders, to see, for 
instance, that the materials, tools and men required for any 
operation converge upon the same place and time ; and many of 
the grandiose planning schemes put forward to solve the nation’s 
di ffi culties appear on analysis of this subsidiary order. One 
cannot even except Planning for Employment^ though written 
by fourteen of the more progressive Members of Parliament. 
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Their plan is essentially to he spelled with a small p. It is (p. 10) 
an “ attempt to regulate production in accordance wdth effective 
demand,” which is in the main taken, like a business order, as 
given. There is not even a suggestion that demand is a curve, 
the amount demanded depending upon the price. What the 
given demand amounts to is to be left for industry to discover, 
oblivious of the fact that the total of industrialists in any in- 
dustry can, within wide limits, make the effective demand for 
their products anything they like according to the price they 
charge. The procedure advocated is as follows : — Schemes for 
the organisation of an industry should, wherever possible, 
originate jfrom the industry itself. Secondly, an Industrial 
Advisory Committee should be charged with the duty of examin- 
ing schemes ; this committee to be an industrial rather than a 
political body and to consist of persons with practical industrial 
experience. Thirdly, when a scheme has been approved by the 
committee, it must then be submitted to a vote of the industry. 
It is not till the final stage, when the scheme is submitted to 
Parliament, that we get away fi:om the all-pervading industrialists. 

The modest Parliamentarians who have JBcamed this scheme 
assert and reassert that the persons best suited to devise schemes 
for the organisation of an industry are clearly those who are 
actually engaged in it. They do not inquire into the incentives 
of these people, and do not seem to fear that the desire for maxi- 
mum or even fixed profit may lead to prices higher than necessary 
and therefore less demand and less employment and, incidentally, 
a lower standard of living. Their plan is entitled a plan for 
employment, but it seems rather a plan, at best, for stabilising 
profits. Against such a plan, ordered by the old incentives, Mr. 
Horobin’s attack is devastating. Actual examples of such plans 
are accumulating fast, whether for pleasure or profit, and he is 
not behindhand in tearing aside catchwords and abracadabras and 
quoting the real results. Particularly timely is his mocking 
(p. 61) of the “ tiresome parrot-cry ” “ that capital has solved the 
problem of production but not the problem of distribution ” 
by pointing to the elementary confusion between technically 
and economically efficient production. ** There is no technical 
difficulty now in covering England with pyramids . . . the point 
is that to divert the available resources of the country into these 
forms is an economic mistake, however technically efficient the 
engineering job may be.” 

Mr. Horobin’s shafts do not reach Planning with a large P, 
however. And on the whole Mr. Cole’s Planning seems to be of 
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that nature. He is not concerned with planning in accordance 
with a given effective demand, but is first of all concerned with 
estimating probable changes and trends in demand, e.g. that less 
food-stuffs may be required, and secondly is eager to increase 
demand by an expansionist policy of low'er prices, a policy for 
w'hich he looks to support from the “ machine-men ” as dis- 
tinguished from the high priests of banking and {p. 6) the “ tribe 
of lesser priests, called economists.” Mr. Cole’s notion of an 
economist appears roughly a century out of date, though his 
view is partly justified by the recent Hegency style revival. Some 
modem economists wrould certainly support him, where machine- 
men might not, in finding the demand for his industrial expansion 
in a more equal distribution of incomes. And Mr. Cole’s Planning 
does not, in fact, go much further than this. He does not advocate 
ignoring demand and boldly catering for need ; a variety of Plan 
which Mr. Horobin dismisses (p. 91) as mere social reform or 
organised charity and not a great economic issue. 

It is, on the contrary, the main issue of Planning; and at 
least one economist is disappointed that Mr. Cole has not drawn 
the fundamental distinction between pandering to demand 
however it is changing, and serving the essential requirements of 
the community. What a contrast might be pointed between 
rational schedules of foods, fuel, clothing and houseroom necessary 
to the full health and efficiency of the nation, drawm up, say, by 
the British Medical Association, and the irrational and expensively 
small-scale unplanned consumption of to-day and to-morrow. 

Mr. Cole does not tackle planned consumption ; he is economist 
enough to want to give people what they want, however irrational, 
expensive and unnecessary. His book, perhaps for this reason, 
consists largely of a summary of present-day facts and policies 
with some account of the socialist and anti-socialist attitudes 
towards them, rather than of plans for any radical reorganisation 
in the future. Particularly useful are Mr. Cole’s review of the 
forms which the capitalist planning of single industries and of 
agriculture have already actually taken (Chapter VI), his descrip- 
tion (Chapter X) of the present machinery or rather grit in the 
machinery of international trade, his forecast (Chapter XIH) 
of the future of Britain’s export trades, and his survey (Chapter 
XTV) of the expansion and contraction of leading industries, 
supported by an appendix of statistics summarised jfrom the 
new census of production and other official sources. Even when 
Mr. Cole proceeds to a forecast of planned industry in his 
penultimate chapter, he still takes as his basis the existing 
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arrangements and estimates briefly the results upon these 
arrangements of (a) bringing the unemployed back into work, 
(6) a rise in the standard of living, and (c) a further rise 
in working-class standards accompanied by a drastic redistri- 
bution of incomes - 

;Mr. Cole clings to demand as the criterion of what to produce, 
but envisages a gradually changing demand and therefore a 
gradually changing structure of production. His Principles of 
Planning are concerned with the methods of adapting the present 
organisation to the possible and indeed probable demands of the 
future. As such, they are eminently sensible and most of them 
practicable. ]VIr. Cole’s book may be heartily recommended as 
a Judicious and readable mixture of fact and common-sense 
reasoning. 

P. Saugant Plohenob 

University of Pirmingham. 

Public Works Policy. International liabour OfS.ce, Studies and 
Reports, Series C (Employment and Unemployment), Ho. 19. 
(Geneva, 1935. London : P. S. King & Son. Pp. iii 166. 
Cloth, 5s. 6d. ; paper, 4s.) 

PcTBrjc works policy as a remedy for unemployment has been 
constantly under review by the International Labour Organisation. 
The present Report, which was prepared for the 1934 Session 
of the International Labour Conference, deals both with the 
public works programmes adopted in various coimtries during 
recent years as means of mitigating the depression, and with 
the principles upon which a permanent public works policy for 
reducing economic fluctuations should be based. The various 
national programmes are examined with reference to their effects 
upon employment, their cost in relation to the resulting volume 
of employment, methods of financing, recruiting of labour, rates 
of wages paid, and hours of work. 

The lack of complete and systematically compiled national 
statistics of public works is manifest, and in consequence it is 
difS-Cult to draw reliable conclusions about the policies adopted 
and their effects. Thus ordinary and extraordinary expenditure 
are not always distinguished, while complications arise in estimat- 
ing the combined effects of central and local schemes. The data 
available show that in only a few countries have comprehensive 
plans been adopted for overcoming the depression, while in many 
countries the volume of public works has not merely not been 
increased but has been reduced, often considerably, with un- 
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favourable effecis on the labour market. On the question of 
cost the interesting estimate is made that on ordinary public 
works schemes not exclusively designed to relieve unemployment 
the cost per man-year of direct employment varies according to 
the country and nature of the work between 2,500 and 6,000 
Swiss francs, with an average of about 4,000 Swiss francs (or 
about £270 at rates of exchange current in the spring of 1935), 
while for each worker directly employed on public works another 
is provided with six to twelve months’ work in the industries 
supplying materials. 

The proper method of financing public vrorks is considered 
to be the accumulation of resources during years of good trade 
and the use of these resources during periods of depression. 
Failing this, loans should be raised, with arrangements for 
systematic redemption over a specified number of years. 
Technical plans should be prepared in anticipation of the period 
when they will be put in operation, and public authorities should 
reserve as large a part as possible of their new developments, 
maintenance, and repair work for periods of depression ; in 
practice they have only rarely adopted this policy. The most 
satisfactory results are obtained when labour is recruited from 
the public employment exchanges, while current rates of wages 
should generally be paid, but hours of work may with advantage 
be somewhat shorter than those in private industry. 

The most striking conclusion of the survey is the great lack 
of centralised co-ordination and advance technical and financial 
planning, and the authors propose that a single central authority, 
which would decentralise much detailed work but would imder- 
take a unified control of policy, is essential in each country if 
national public works are to be plaimed so as to act as a governor 
for the economic machine. The need is also indicated for an 
international body to co-ordinate national plans so that, by the 
careful timing of simultaneous action along similar lines in 
different coimtries, especially creditor countries in the first 
instance, any adverse effects upon monetary policy, gold reserves 
and the foreign exchanges, which result if countries act alone 
or independently, may be avoided. The international authority 
could also act as a clearing house for information and exchange 
of experience, and could undertake co-ordination of international 
public works directly affecting several countries or of national 
works financed from an international loan fund. 

In addition to giving a valuable summary of the information 
available on the poKcies and practices of the different countries. 
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the Report makes out a strong case for a co-ordinated public 
•works policy as a permanent feature of the economic system. 
The systematic application in the chief countries of a public 
works policy along the lines suggested would make a considerable 
contribution to-wards reducing the amplitude of cyclical fluctua- 
tions and would be a factor in the establishment of greater 
monetary stability. To achieve these objects systematic and 
comprehensive national plans and their international co-ordination 
are necessary. J. HEiVBTr Riohajeotsok 

The University, 

Leeds. 

Economic Planning in Soviet Russia. By Boms Brtjtzktjs, with 
a Foreword by F. A. Hayek. (Boutledge & Sons. 1935. 
Pp. 234. 10s. Qd. net.) 

Collectivist Economic Planning. Edited by F. A. vo 3 sr HIayeb:. 
(Routledge & Sons. 1935. Pp. 290. 10s. 6d. net.) 

These two volumes, together •with a translation (yet to 
appear) of Mises’ Die OemeinwirtscJiaft, constitute a formidable 
co^onter-attack by laissez-faire on aU forms of planning, and in 
particular on Socialism. The economic impossibility of Socialism 
is held to follow as a direct corollary of economic theory. Economic 
theory deduces certain general laws or (in Prof. Hayek’s words) 
** inherent necessities determined by the permanent na^ture of 
the constituting elements ” of the economic problem; and since 
“ the economic problem arises as soon as different p^urposes 
compete for the available resources,” any economic society must 
be ruled by such “ general laws.” Wherever “ different purposes 
compete for limited resources ” there arises a problem of value 
and a problem of cost. W'ithout the objective data of a free com- 
petitive market, how can this problem be solved in any rational 
and consistent way ? How know which of •two he^terogeneous 
groups of reso^urces has the greater value or which of two methods 
of production involves the lesser cost ? Economic rationality 
and economic calculation, product of the epoch of the free market, 
in a Socialist economy, says Professor Mises, must disappear. 

Of the two books the former, by an emigri, Russian economist, 
is the less important. Its interest lies in the reprint (constituting 
the first half of the book) of a theoretical critiq[ue of Socialism, 
delivered as lect^ures in R'ussia in 1920, which independently 
expounded the same thesis that Muses was sim^ultaneously 
expounding in Vienna. The remainder of the book is an at'tempt 
to justify his thesis with reference to subsequent economic events 
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in U.S.S.R. The author has had no direct contact with his 
country for the last decade, and there will he little new to those 
acquainted with such publications as the Birmingham Memoranda. 
Liike the latter the author seems to rely extensively on Prokopo- 
vitch’s bureau at Prague. The thesis of this study is that such 
progress as Russia made prior to 1929 was due to the partial 
reintroduction of a market ; while the subsequent “ destruction 
of the market ” has brought chaos and disaster. "While the first 
Pive Year Plan achieved some remarkable successes ” in the 
development of heavy industry, this construction work “ is not 
governed by the principle of profitability,” and consequently 
many of the new plants are “ much too expensive ” to yield any 
return and “ it is even probable that their receipts will not cover 
their running expenses.” M. Brutzkus has one or two picturesque 
exaggerations, as when he says that on the eve of the World 
War ” the progress of Russian industry “ demanded no sacrifice 
from the people ” (p. 229) and that the loss of “ millions of 
pounds of fish at Astrakhan ” because “ the fishers failed to 
obtain nets ” could not possibly occur under capitalism (p. 47). 

The second book includes a reprint of an article of IN’. G. 
Pierson, in 1902, the original article on Die Wirtschaftsrechnung 
by Prof. Mises in 1920, and an article by Prof. Georg Halm. 
Prof. Hayek contributes a lucid and persuasive introduction; 
and at the end replies to Socialist critics in a chapter entitled 
“ The Present State of the Debate.” In an appendix is printed 
a translation of the article which Barone wrote in 1908 to prove 
that the “ Minister of Production in the Collectivist State ” 
would have to follow similar laws to those which rule under 
laissez-faire. As variants on a single theme these essays are 
cogent and impressive, if each largely repetitive of the others. 
Their interest to an English audience will lie less in the novel 
statement of a problem, which is by now familiar to discussion 
in this country, than in their historical interest in providing in 
translation the classic statement of this school of thought- Among 
Socialists and anti-Socialists alike the book is likely to constitute 
the text-book of debate for some time. 

But in its substance the argument seems to be less of a finely 
wrought piece of logic than in its form ; and the dogmatic air 
with which Professors Mises and Halm produce their devastating 
corollaries seems to hide some confusion between two distinct 
things : between the process of calculation and the source of the 
data for calculation. The forte of the Mig p^a — 'FTfl.lm case is that 
the former is impossible without a market. But is a self-con- 
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combine such as Pord or Farbenindustrie I.G. necessarily 
nneconomic, doomed to uncalcnlating irrationality, because there 
is no ** internal market ” to rule its interstitial relations ? Prof. 
TTalm replies that Ford’s calculations are based on valuations 
which he accepts from an external market. But this is a question 
of the source of the data of the calculation. Rational calculation 
presumably means the achievement of quantitative consistency 
in the distribution of resources. This clearly can esist provided 
any scale of priorities among different products can be adopted 
at all. The debate, therefore, resolves itself into a question of 
the superiority of the priority-scale established by a market 
over a priority-scale established in any other conceivable way. 
This the authors (in their anxiety to exclude any discussion about 
“ ends ”) seem to assume with a readiness bordering on nalveti. 
Prof. Halm actually declares that “ in an economy governed 
by private gain . . . profitability and productivity are identical ” 
(p. 148). Apart from the familiar exceptions to this proposition, 
it would seem as though the authors were altogether too anxious 
to have us assume without question that the consumer necessarily 
knows what he “ needs ” and is competent to express it on a 
market, and that consumers acting qtta individual units will 
necessarily roister the (socially) most economical choice. 

Even so, very few brands of Socialism propose to banish a 
free consumers’ market, even if they do not accept its full 
sovereignty. The real issue concerns the market for factors of 
production. Here Prof. Halm is, surely, misleading. He 
asserts that a separate problem of the valuation of producers’ 
goods remains : remains, that is, to be determined separately 
from the valuation of consumers’ goods. But the problem of 
producers’ goods (whether it take a market form or not) is one 
of the distribution of resources in the most productive way. 
The data required for such a distribution consist in the physical 
productivity of resources in different uses (a technical fact), the 
available resources and the valuation of the products ; and no 
separate problem apart from this arises. If this physical produc- 
tivity camiot be known, then the private entrepreneur no more 
than the planning authority can distribute resources rationally. 
To say that such data concerning relative productivities are too 
complex to be comprehended in the decision of a planning 
authority seems to assume without sufiB-cient warrant that such 
data cannot be expressed in quantitative form, and hence 
generalised, and that the constituent elements in a general 
decision are incapable of being decentralised. 
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There is a final consideration which both this volume and the 
sponsors of a hybrid planned-cum-competitive economy, whom 
Prof. Hayek criticises, apparently- ignore. They imply that the 
achievements of a market-determined system are to be judged 
alone in terms of the “ equilibrium ” which the market tends to 
establish. Yet such an equilibrium is only reached through the 
mechanism of fluctuations, which are themselves costly and w-hich 
are themselves conditioned by the uncertainties inherent in 
production for a market w^hen each autonomous decision is 
necessarily ** blind ” in part with respect to related decisions. 
A market-system must be judged also in terms of the degree of 
disequilibrium which exists at any one point of time and the cost 
of the fluctuations incidental to the equilibrating tendency. The 
advantage of a planned economy per se consists in removing the 
uncertainties inherent in a market with diffused and autonomous 
decisions, or it consists in nothing at all. Por instance, a decision 
as to the distribution of capital is dependent upon the decision 
as to how much of the national income is to be invested, and 
vice versa (logically they are aspects of the same decision) ; and 
if either is made independently, and hence in ignorance of the 
other, it wdll be inconsistent and wrong. This inconsistency a 
market-system can only correct after the event ; and this may be 
years after, and even decades after. 

Mattbioe Dobb 

Cambridge. 

Industrial Germany. By BCebmann Bevy. (Cambridge Uni- 
versity Press. 1935. Pp. x -j- 245. 12s. 6d.) 

The title of Professor Bevy’s book, as he himself admits, is 
a little misleading. He is concerned less with the general aspects 
of the industrial organisation of Grermany than with a comparison 
of German and British attitudes to monopolies and cartels. 
Gorman industrial conditions are studied only in so far as they 
are relevant to that problem. He sets out first to inquire what 
are the various conditions that are necessary for the formation 
of trusts and cartels, and examines their relative importance in 
the two countries. But he does not remain content with the 
stating of a number of causes, each of which in different con- 
ditions, in different industries, and in different countries may 
have been partly or chiefly responsible for the growth of cartels 
and trusts. He goes on to seek for one single cause out of all 
these, which is to be regarded as “ the essential condition.” 
“ We must reject the idea that a number of different circumstances 
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was responsible for it. Eclectic explanation is no use in this case. 
We cannot imagine that after a long period of free competition 
in industries, whose essential capitalist structure does not differ 
essentially from that of our days — or differed at any rate more 
in its dimensions than in its basic elements — a, series of very 
different circumstances would have arisen to bring about that 
new form of organisation which we call industrial combination.” 

He dismisses various explanations which have been offered. 
He will not admit that cartels are Kinder der Not, emergency 
expedients springing from industrial fluctuations, though a far 
stronger case than he would appear to allow might be made for 
this view. The growth to its present dimension of trade cycle 
would coincide closely with the growth of the phenomena that 
he is seeking to explain. Nor will he admit the argument, often 
used in Germany, that monopolies arise from the existence of 
raw materials so located that they can without difficulty be 
monopolised. Though many monopolies, and in particular the 
potash and the various iron and steel cartels, are based on such 
opportunities, the single explanation is not to be found here. 
He dismisses, also, the suggestion that monopolisation depends 
upon the subjective attitude of the industrial community to 
combination, upon its svbjective Kartellfahigkeit. It would, 
he argues, be powerless to bring about combination if the objective 
conditions were not favourable. He touches also more than 
once in passing, but veiy much too lightly to satisfy the ordinary 
English reader, the suggestion that combination is dependent 
on protection. “ We know to-day,” he says, “ that there may 
be monopolies of producers in free trade industries as well as in 
protected ones, and there are examples to show that protective 
tariffs by no means necessitate the formation of cartels and 
trusts, as may be shown by the paucity of effective combines 
in the highly protected German cotton-spinning and weaving 
industries.” One wishes that he had paused to quote instances 
of cartellised national industries protected neither by tariffs, nor 
by patents, nor by differences of national tastes, nor by transport 
costs, nor by international cartels. They are, in fact, I think, by 
no means easy to discover. 

After rejecting these and other possible explanations. Pro- 
fessor Levy reaches the conclusion that “ the final and definitive 
explanation of the movement must be sought in the develop- 
ment of concentration in industry.” By “ concentration ” he 
means not only concentration of production in large units, but 
also local concentration of those units. This concentration in 
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its turn he regards as a consequence of the concentration of 
markets, and the improvement of transport facilities. But is 
this not to confuse the scale of the economic system as a whole 
with the form of its organisation ? Certainly improvements of 
transport have made the geographical concentration of production 
for a national, or indeed for a world, market easier. But they 
have diminished the opportunities for monopolisation of local 
markets. We might expect to find cartels only on a national 
or an international scale, but we should not expect to find im- 
proved transport facilities leading to the supplanting of freedom 
of trade by combination. 

But has this supplanting, in fact, occurred ? Is it not rather 
the case that the scale of combination has itself increased with 
the increased scale of the economic system as a whole ? Where 
particular factors resulted in the eighteenth century in the 
concentration of production, as in the case of coal production 
for the London market, combination, granted the necessary 
advantages to be secured by it and the necessary difficulties of 
outside competition, emerged at least as easily as it does to-day. 
But even apart from these difficulties, concentration as interpreted 
by Professor Levy becomes in the last analysis little more than 
one of the necessary conditions of that subjective Kartellfahigheit 
that he has already rejected. Coal producers are willing to 
combine when they are geographically concentrated, and are 
serving a single more or less homogeneous market. They are 
unwilling to combine when they are scattered and serving hetero- 
geneous markets. One wishes that Professor Levy had paid 
more attention to this question of heterogeneity of the product. 
There is a world of difference between the problems of cartellisa- 
tion in, let us say, the potash industry, and in the British cotton 
or even coal industry, with specialised firms selling different 
products in a number of different markets. 

But even if one disputes Professor Levy’s ultimate solution 
and remains sceptical regarding the singleness of the explanation 
to be discovered, one need as little be deterred from examining 
the problems in his company as one might be by similar murmur- 
ings of doubt regarding the powers of St. Thomas of Canterbury 
from riding wdth Chaucer along the Pilgrims* Way. It is the 
country traversed and the company that matters fully as much 
as the ultimate pursuit. And in the course of the book some 
extremely interesting problems are encountered. It is in the 
chapters in which he is dealing with the comparative legal positions 
in the two countries that Professor Levy is at the same time 
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most interesting and, to the English reader, most original. This 
part of his book, and those parts which deal with the internal 
reorganisation of such concerns as the Vereinigte Stahlwerke, 
in particular deserve study. Atjstcs' KiObiksoit 

Sidney Sussex College, 

Cambridge. 

A.mericd’s Capacity to Produce. Ey E. G-. Nottbse and Associates. 

(The Brookings Institution. 1934. Pp. 608. $3.50.) 

Americans Capacity to Consume. By M. Beven, H. Gr. MoTrLTOE 
and C. A. Wabbebtotst. (The Brookings Institution. 1934. 
Pp. 272. $3.00.) 

The Formation of Capital. By BL. G-. MoEXTOisr. (The Brookings 
Institution. 1935. I^. 207. $2.50.) 

These books are the first three of a series of four comprising 
a study by the Institute of Economics of the Brookings Institution, 
the purpose of which is to “ determine whether the existing 
distribution of income in the United States tends to impede the 
efficient functioning of the economic system.” It is implied that 
such a study is necessary to estimate whether a capitalist society, 
rather than fascism or communism., can be found which will allow 
stable economic progress with full utilisation of the means of pro- 
duction. In particular, those responsible for the study appear 
to hold under-consumptionist theories, and take this means of 
examining the problem to see if over-saving is responsible for 
America’s present ills. The study covers a period from the first 
decade of this century up to 1930, omitting the confusion of the 
present slump. These first three books are largely descriptive ; 
in the foizrth we are promised interpretation, diagnosis and 
possibly prescription.” 

America’s Capacity to Produce opens the series with an attempt 
to answer two questions ; the first, “ Has plant capacity shown a 
tendency to accumulate so fast as to outrun opportunity for its 
productive use? ” and second, “ Bid actual production in 1925— 
29 utilise full productive capacity 1 ” and “If not, how much 
latent productivity was there which might have been drawn 
upon for the satisfaction of our people’s wants ? ” The answer 
found to the first question is that there was no noticeable tendency 
for the proportion of excess capacity to increase over the period, 
except in the case of transportation, where it can be attributed to 
the rise of the motor-car and public roads combined with increas- 
ing ejBficiency of railroW operation. In answer to the second 
question, the authors find that in general during the “ boom ” 
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years, capital equipment was utilised at fractions ranging from 70 
to 85 per cent, of capacity, of course ■w'ith certain industries well 
outside these limits. They conclude that American industrial 
plant was capable of normally producing about one-fifth more 
than it did in 1929. And they maintain that there w^as sufficient 
(indeed they find, jztst sufficient) “ labour slack ” in the form of 
unemployed and under-employed labourers, available to operate 
industry at this higher output. 

Agriculture, mining, manufacturing, electric power production 
and transport are covered in detail, with many estimates drawn 
from trade and technical publications as well as interesting state- 
ments from business men, engineers and officials. The short 
chapter on labour, however, seems inadequate, even when supple- 
mented by an appendix which is largely concerned with refining 
the statistics of occupied workers attached to the various in- 
dustries. Estimates of unemployment in 1925—29 are based 
largely upon Mr. Nathan’s revision of the unemployment census 
of April 1930, and although some other data have been used, 
the evidence for the estimates given is rather slender. The im- 
portance of unemplo 3 nment and under-employment in determining 
productive possibilities would seem to have justified a much fuller 
treatment based upon what admittedly scanty information exists, 
and some consideration of the trend of unemployment. 

The statistical and descriptive evidence in regard to plant 
capacity appears sufficient to justify the conclusion about the 
trend of utilisation, but is less convincing about the reserves of 
capacity existing in the late ’twenties. The whole problem has 
been treated as an engineering rather than an economic one, and 
the relation of capacity to costs and price, as well as to the pro- 
duction of other industries, both rival and complementary, has 
not been dealt with. But, though disappointing in its economic 
analysis, the considerable descriptive material makes the book 
very useful to those interested in its important problems. 

America’s Capacity to Consume is concerned largely with the 
amount, distribution and utilisation of income from 1909 to 1929. 
In Part I are presented figures for the National Income, its 
industrial origin and its functional division, based largely on King’s 
estimates. An interesting chapter on the geographical distri- 
bution illustrates the amazing variation in income per head in the 
individual states from $1365 in New York to $261 in South 
Carolina. About 90 separate sample studies are used to build up 
estimates of the number of families in different income ranges, 
given separately for the quarter of the population living on farms. 
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Part n contains estimates of the disposition of income by these 
families in the different income groups, also based on many sample 
studies. It is interesting to find from these admittedly rough 
figures, that about 85 per cent, of the total personal saving in 
1929 vras done by the 10 per cent, of families which had incomes 
over $4,600. It is shown that corporate saving is only about 
one-eighth of personal saving, and shows no tendency to increase 
as a fraction of the National Income. These figures on saving 
lead up to the main conclusion of the book, which is that increasing 
incomes, and particularly increasing inequality of incomes, were 
leading to increased saving during the ten years up to 1929. How- 
ever, the evidence on increasing inequality of incomes is small and 
not conclusive, which justifies the scepticism expressed by Mr. 
Warburton in a footnote of reservation. Part III is a summary 
of conclusions, most of which are not sxirprising, but apparently 
essential medicine for the public mind. There is also a chapter to 
convince surfeited capitalists that the American people had not 
reached the material limits of consumption in the boom years. 
The detailed statistical matter is collected in long appendices, 
making the actual text, which is well illustrated, qtiite easy to 
read despite its purely statistical nature. 

In The Formation of Capital, after a brief and elementary 
discussion of the nature of money income and capital formation. 
Professor Moulton poses “An Economic Dilemma” : “ In order 
to accumulate money savings, we must decrease our expenditure 
for consumption, but in order to expand capital goods profitably, 
we must increase our expenditure for consumption.” He criticises 
the classical economic theory which, he says, did not face this 
problem, and goes on to cite historical evidence showing that 
consumption and capital formation have usually expanded or 
contracted together, rather than as alternatives as the classical 
theory would suggest. Examining more historical cas^ he con- 
cludes that changes in consumption, often of residential buildings, 
have usually started first. He admits, however, that the impulse 
may come from either side. 

Professor Moulton proceeds to show that, in fact, it is the 
commercial banking system which enables society to escape his 
dilemma. Expansion of bank credits enables consumption and 
saving-cum-investment to expand together, which after a time can 
occur without credit ex:pansion, as both the increasing consump- 
tion and saving come from increasing incomes. It is rather un- 
fortunate that these points were not further discussed, and related 
to the rate of interest, which is hardly mentioned in the book at 
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all. Professor Moulton, however, hurries on to his main point, 
that savings, as a result of the larger and more unequal incomes 
of the 1920’s, were increasing faster than coiasumption. It is 
argued that these extra savings were not going to form capital 
because no increase of excess capital was in evidence. The 
explanation of this, Professor Moulton jSnds to be, “the excess 
savings were absorbed, dissipated in bidding up the prices of 
existing securities.” 

Against these later points, it may be argued, firstly, that the 
increased savings could show themselves in the use of more 
capital, not necessarily in excess capital. Secondly, bidding up 
the price level of existing securities cannot absorb saving from 
ordinary income, inasmuch as what the buyer invests the seller 
disinvests. Here the use of a definition of personal income, 
including capital gains from sale of assets, used for statistical 
reasons in A.mericd’s Capacity to Gonsum.e seems to have led 
Professor Moulton into a fallacy, unless the only increased savings 
were those from capital gains. 

However, the general argument of the series, that an increas- 
ing tendency to save has been preventing the United States from 
fully utilising her resources, is quite plausible. It is interesting 
to note this argument, founded largely on empirical data, tending 
somewhat towards Mr. Keynes’ monetary theory, and it is to be 
hoped the latter will be considered in the final book of the series 
in addition to the views of those theorists whom Professor Motdton 
discusses in an appendix. This series of books should tmdoubtedly 
help in determining what was actually happening in that much- 
discussed but little understood American “ boom.” 

H. B. Bhyges 

St. JoTirCs College, 

Cambridge. 

The British Way to Recovery. By Herbert Heatoh. Pp. viii -f- 
184. (University of Minnesota Press : London, Humphrey 
Milford. 1936. 8s. 6d.) 

Professor Heaton, an Englishman by birth, has taught 
economics at Birmingham, in Australia, in Canada, and latterly 
at Minneapolis : he was thus well qualified for the task which 
he has undertaken in this mapretentious and admirable little 
book, namely, to explain to American students what Great Britain 
and various other parts of the British Commonwealth have been 
up to since 1931. Not to American students alone will this book 
come as a boon : English readers also, whether learned or un- 
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learned in economic science, will find it an extremely lucid, 
readable and acute summary of what has been going on in their 
country. 

Professor Heaton’s thesis is that, of the things done or at- 
tempted in the American New Deal, there are some which England 
did not need to do, for she had done them long ago, others which 
the special nature of her problems precluded her from attempting ; 
but that “ the crowded years since August 1931 destroy any 
belief that the British Grovemment has been letting natme take 
its course in lifting the country out of depression. . . . There 
has been relief, reform, regulation, reorganisation, protection, 
subsidies, and at some points an extension of state control that 
deserves the label of regimentation.” 

Accordingly, his first few chapters set out how the solid fabric 
of Britain’s social legislation, and the strength of her banking 
system and civil service, rendered unnecessary in her case the 
improvisations attempted in these fields in the United States : 
while, on the other hand, the magnitude of her National Debt 
and the distress of her staple export trades complicated for her 
the problem of coping with the onset of depression. The following 
chapters contain a clear and orderly exposition of the actions of 
the National Government in the fields of public finance, credit 
and exchange, tariSs and trade agreements, agricultural and 
industrial reorganisation, shipping and house-building. Two 
final chapters on “Australia — ‘First In and First Out’” and 
“ Canada Muddles Through ” excellently round ofi the book. 

Professor Heaton’s desire to explain to his American friends 
that Britain has not sat still with folded hands does not render 
him blindly imcritical of what has been done. There* is a pleas- 
antly astringent flavour in some of his comments — ^notably on 
the birth of the giant Cunarder (p. 117) and the dealings of British 
commercial policy with the dependent Empire (p. 106). Some, 
no doubt, will feel that he might have permitted himself a little 
more astringence d,propos of such matters as the “ rough attempt 
to achieve equality of sacrifice ” in 1931 (p. 52) and the policy of 
keeping “ the milk from flowing into the ‘ liquid market ’ where 
prices are higher ” (p. 89) — ^a little more scepticism about the 
size of the hole which has been made in the housing problem 
and a little less scepticism about the scope which English con- 
ditions offered for the expansion, or at any rate the non-con- 
traction, of expenditure on public works (pp. 117—19). But in 
his own (somewhat optimistic !) words, “ years must pass before 
we can measure the effect of many plans and policies in promoting 
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or delaying recovery ’’ : his main object has been to record 
rather than to assess, and by conveying to them such a weight of 
information with such lightness of style he will earn the admiration 
and gratitude of many readers. 

D. H. Robertsox 

The Economic Consequences of Progress. By Roy Glenday. 

(London : George Routledge & Sons, Ltd. 1934. Pp. 

XV + 302. 12s. 6d.) 

The Economic Adviser to the Federation of British Industries 
has here written a book the object of which is to contribute to 
the task of making economics “ a branch of Isatural Ristory.” 
This is to be achieved by the rejection of deduction from funda- 
mental premises as an essential part of the method of economic 
science. Mr. Glenday regards the abstract method of orthodox 
economics as futile, for he wrongly believes that deduction would 
lead to “ the private prepossessions of individuals ” displacing 
“ practical experience as our guide to truth.*’ 

After this introduction, one would expect a statistical study 
of cyclical fluctuations, but the motto to the first chapter — a 
quotation from B. H. Lawrence which shows him in a particularly 
anti-rational mood — ^raises certain doubts. These are confirmed 
by the subsequent argument, which is only to a small extent by 
induction. Mr. Glenday still uses, especially in his treatment 
of monetary problems, the accepted technique of theoretical 
economic analysis which he professes to despise; for the rest, 
he relies on argument by analogy, drawn mainly from biology. 

In the first part of the book we are given an analysis of 
economic progress, consisting mainly of an exposition of the law 
of diTninisbing returns and of an attempt to apply it to progress 
itself. Mr. Glenday develops the law of diminishing returns 
from certain laws of organic growth. He is hardly fair to economic 
science in failing to point out that this law is one of its earliest 
and most lasting achievements, and he certainly fails to grasp 
the essential nature of economic analysis if he believes — ^as he 
appears to do— that technological considerations are necessary 
in order to support or contradict an economic law. It can be 
shown that even historically this law did not arise from technology, 
but that it was an interpretation of the very simple fact of ex- 
perience that, beyond a certain point, an increase in the yield 
from the soil can only be achieved by an increase of the area 
under cultivation. 

Similarly, no economist would admit that the ever-present 
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tendency to diminishing returns is incompatible with a general 
trend of increasing output, as ]VIr. Glenday seems to imply, 
provided that there is an increase in the supply of the factors 
of production and an increase in technical knowledge. In other 
words, an increased yield, under conditions of production when 
more than one factor is used, is possible through an increase in 
the amount of any single factor, though each will be subject to 
the law of diTninisbiTig returns ; and capital (giving the possibility 
of adopting more roundabout ” methods of production) must, 
for this purpose, be regarded as a factor too. 

In the second part, Mr. Glenday gives his version of the kind 
of planning which will be necessary in the future. He starts 
with the proposition that “ change is not progress.” He does 
not, however, rely solely on his metaphysics, but endeavours 
to show that because of the diminishing scope of international 
trade, of international capital movements, and of opportunities 
for profitable investment in general, we must eschew the “ mad 
rush ” for an ever-increasing economic activity and consciously 
plan our economic life. 

Mr. Glenday’s practical proposals to this end are not quite 
clear ; but he appears to believe in some vaguely defined functional 
state of the “ corporative ” kind, which would be largely self- 
sufficing, in which productive capacity (and the use of machinery 
in general) would be reduced, in which production and distribu- 
tion would be standardised, and in which consumers’ choice 
would be considerably limited. The consequent decline in the 
standard of living Mr. Glenday seems to view with equanimity ! 

In spite of many inconsistencies and of a certain flavour of 
mysticism which pervades it, this is a lively and vigorously 
written book. Mr. Glenday’s sincerity cannot be in doubt. It 
is all the more unfortunate to find him allied to a school of thought 
that can only be described as reactionary in the extreme. 

Erich Rom 

University College, 

Hull. 

The Economic Basis of Politics. By ChariiES A. Beard. 
(London : Allen and Unwin. 1935. P^. 99. 3s. Qd.) 

This is the fimt English edition of some lectures delivered in 
1916 and published in the United States in 1922. The theme is 
the dependence of political government on the economic interests 
which coexist in every civilised community. In the new Preface 
the author implies that he wishes to contribute to the search for 
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the necessities which govern human action, but he is too well- 
equipped with historical knowledge to claim that he has dis- 
covered, or has any immediate hope of discovering, any precise 
laws of causation. His conclusion is merelj^ that the conflict of 
economic interests is an inescapable fact to which every political 
system must accommodate itself. One might suggest that 
inquiries of this kind are likely to be more fruitful if they set out, 
as Max Weber did, in search of probabilities rather than necessities. 

He begins by showing how great political thinkers from 
Aristotle onwards recognised that the location of political power 
depends on the location of economic power, and in particular on 
the distribution of property. He then explains how the history 
of European governments reveals always a system of representa- 
tion of “ estates ” or interests, until the Industrial Hevolution 
and the teaching of Rousseau caused the triumph of the idea that 
men should be represented as equal individuals. Since then the 
theory of democracy has been in conflict wdth economic facts, for 
interests and inequality persist. Even the communism estab- 
lished in Russia had, he says, so far failed to eradicate these 
inequalities and to reconcile these interests. His analysis is 
weakened by his failure to discriminate clearly between social 
classes, frmotional groups and income strata and the different 
forms they assume in different societies. Nor does he tackle the 
logical dilemma that, although property gives political power, it 
is political power that creates property, for property is a social 
institution rooted in the law, and not a simple economic fact. 

It was impossible for him in 1922 to assess the meaning and 
value of the Russian experiment, while the Easeist attempt to 
design a new State by restoring to the economic interests their 
lost political significance lay still in the future. He has rightly 
not attempted to bring his book up to date. It remains a stimu- 
lating introduction to one of the great problems of to-day. Rut 
it is surprising to find a study, however brief, of the relation 
between government and the class struggle which makes no 
reference to Elarl Marx. 

T. H. MaeshauCi 

London School of Economics. 

Population Theories and their Application^ with special Reference 
to Japan. By E. E. Peneosb. (Eood Research Institute, 
Stanford University, California. 1934. Pp. xii -b 336. $3.60.) 

The first part of Mr. Penrose’s book is concerned with general 
theories of population. His chapter on the Malthusian doctrine 
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aclueves an admiraT>le compression of a big subject in a sbort 
space; it is a real contribution to this mucb-discussed theme. 
The two following chapters dealing with the income optimum 
and the welfare optimum concepts of population are breaking 
in part new ground. They are interesting and suggestive, but 
do not profess to make more than a tentative approach to a 
solution of the population problem. At the same time Mr. 
Penrose does good service in emphasising the essential relativity 
of the notion of an optimum population. He returns elsewhere 
to the same question with such comments as : “ It is impossible 
even to discuss this concept of an income optimum population 
for such countries as Japan, Java and England without taking 
account of commercial policies (p. 273) ; and Whether or 
not over-population exists in a country will depend not simply 
on the size of the population but also on its make up ” (p. 184). 

Turning in Part II to Japan he is in agreement with those 
authorities, Japanese and others, who hold that the present 
rapid growth of population in that country will not last beyond 
about 1955, and that after that date the Japanese population 
will show the same tendency to a quick decline in the rate of 
natural increase (and for the same reasons) as in Western European 
countries in recent years. He holds that, despite the great 
increase in numbers during the last decades, the standard of 
liviTig and the average per capita income have been rising in the 
country as a whole, but that there is clear evidence of a growing 
tendency to over-population among the agricultural section of 
the community. The urgent problem, as he sees it, for Japan 
for the next twenty years is how to absorb her growing population 
in other occupations than agriculture — the solution for which 
can only be looked for in the development of her industries. 

In Part III Mr. Penrose discusses the broad social and economic 
implications of an expanding population in relation to such matters 
as migration, territorial expansion, conflict, and international 
trade. These matters are treated both generally and with 
special reference to Japan. He pleads cogently for the allowance, 
on a restricted basis, of Japanese immigration into Australia, 
California and British Columbia, and for the cessation of dis- 
criminating measures directed against Japanese goods. In 
regard to the latter he has no difficulty in showing both the 
economic loss which such policies cause to Japan and the political 
friction to which they give rise. It is unfortunate, however, 
that, in stressing this side of the question, he has given insufficient 
prominence to a discussion of the long-run effects of Japanese 
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competition upon the economic welfare of the older industrial 
countries. Viewing the situation realistically this is the -vital 
consideration so far as the determination of policy is concerned, 
and Mr. Penrose’s case would have gained in force if he had 
devoted more space and argument to showing that the industrial 
expansion of Japan is not necessarily inimical to the long-run 
interests of other industrial States. He discusses the recent 
Japanese policy in Manchukuo and concludes that this is not 
(as Japanese apologists claim) the necessary outcome of an 
irresistible pressure of population upon subsistence, and that it 
is calculated rather to aggravate than to relieve J apan’s economic 
difficulties. 

On the more general side, jVIr. Penrose’s standpoint may be 
defined by saying that he envisages the central population 
problem as essentially a problem of the regional distribution of 
resources, including population itself, both within each indi-vidual 
country and between countries. 

MQr. Penrose has come to his subject with a fresh mind and a 
conspicuous absence of preconceived ideas; as a result he has 
written a book which is really worth reading. It has the great 
merit of lifting the treatment of population problems out of the 
doctiinaire lines into which it has tended to fall and of placing 
it upon a wider and much more realistic basis. 

C. W. Gtjxllebaijd 

Economic Planning and the Tariff : an Essay on Social Philosophy. 
By Jambs Gerald Smith. (Princeton : Princeton Univer- 
sity Press; Oxford University Press. 1934. Pp. x -j- 332. 
13s. 6df.) 

This book seeks to diagnose the economic ills of the United 
States of America. The tariff, says the author, though not the 
sole cause, lies at the root of the malady. Its maintenance in its 
present form makes inevitable the restriction of agric-oltural 
production now being undertaken by the A.A.A. and the virtual 
abandonment of debt payments by foreigners. Previous govern- 
ments had curtailed the market for farm products by checking 
imports through the tariff and at the same time had sought to 
maintain agricultural production by extending credits to farmers 
on specially easy terms, while creating markets by means of over- 
generous foreign lending. Mr. Roosevelt’s Hew Deal, designed 
to rescue the nation from the confusion which resulted from these 
contradictory policies, can never succeed so long as he maintains 
the tariff in its present form and at present levels. Ur. Smith 
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traverses familiar ground in exposing once again — alas, not 
unnecessarily — ^the common Protectionist fallacies, such as the 
claim that tariffs are necessary to maintain the American standard 
of living. One can easily agree vrith him in these arguments, 
both general and particular. 

But he attempts something more than a demonstration of the 
futility of Protection and the contradictions of American policy. 
He seeks to identify these contradictions with Economic Planning. 
The tariff was Planning ; easy credit for farmers was Planning ; 
maintenance of a stable general level of prices was Planning ; 
reckless foreign lending was Planning. Yet he recognises in the 
opening sentences of his book that these experiments of the State 
or the Central Banks do not deserve the name of Planning. “ Hot 
loxjg ago,” he says, “ to advocate economic planning meant 
something definite, even if it was Utopian. Economic planning 
connotated (sic) Socialism or Communism.” He goes on to 
claim : “More recently, the argumentative advantages inherent 
in the very idea of ‘ planning ’ has (sic) been recognised in this 
propagandist age by the wily capitalists. In Eascist countries the 
capitalists are stealing the thunder of the critical Liberal and 
Socialistic or Communistic groups by developing an economic 
Planning of their own.” Surely, the conclusion is that what 
has so far been attempted in America is not Planning at all, 
because it lacks any central scheme, but consists in opportunist 
remedies devised and applied ad hoc to each situation as it arises. 
Planning involves State interference, but every piece of State 
interference is not Planning. 

Unfortunately, Hr. Smith is not prepared to admit this. 
Terming the misguided American policies Planning, he then pro- 
ceeds to use their contradictory nature as a stick wherewith to 
beat every advocate of Planning, and indeed every advocate of 
social theories with which he disagrees. He fin ds it easy to ridi- 
cule Hr, Robert Eisler and the luckless Professor George Warren. 
But he does not attempt to criticise in detail the formidable 
advocates of Planning. He makes references to “ this school of 
thought,” and “ the “ inevitable tendency ’ doctrinaires,” and he 
lets it be known that he dislikes both behaviourist psychology and 
the doctrine of plural sovereignty. But the sections of his book 
in which he discusses these questions left upon the mind of at least 
one reader an impression of bafiOing vagueness. 

It is easy to show that attempts to bolster up inef&cient 
industries by tariffs, or redimdant agriculture by subsidies, or to 
preserve the incomes of selected groups by organised restriction of 
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output are not only foolish but ultimately suicidal- But the 
very simplicity of the demonstration raises the question : Why 
do these attempts persist ? Br. Smith suggests that the answer 
is : stupidity. He points out, for example, that in the second 
half of the nineteenth century Great Britain enjoyed, under Free 
Trade, a period of rapid economic expansion, and sadly adds, 
“ the lesson was learned, but, alas, too quickly forgotten,” 
Surely there must be some explanation of this amnesia. Pro- 
tectionism is only one of a hundred persistent institutions which 
impede the smooth working of the economic system in the produc- 
tion and the distribution of wealth. Br. Smith accuses his 
opponents of ignorance of the profoimd reasoning of great 
eaonomists and social philosophers. Is it not, rather, that, 
finding so many “ exceptions ” in the real world to the harmonies 
of the “ scientific ” theory, they seek, by particular studies, to 
examine the nature of those institutions, thinking such study at 
least as important as the devising of subtle refinements of theory 
based upon hypothetical oases ? 

Br. Smith is in an uneasy position, somewhere between the 
“ rugged individualism ” which is only a cloak for the maintenance 
of monopoly profits and the positive planning which he detests. 
His own programme of reform includes unemployment insurance, 
dismissal allowances, prohibition of child labour, taxation of large 
incomes, public works policy to stimulate recovery from depres- 
sions, “ a moderate dovmward revision of our present extremely 
high tariff duties,” and “ the development of an American code 
of fair practice in international trade, applying to exporte as weU 
as to imports.” These are not unreasonable proposals in them- 
selves, and a powerful case may be made for such a Liberal policy. 
But it is surprising to find Br. Smith attempting to buttress the 
case for his policy by calling it a Plan ! By using this word in 
several different senses he has increased rather than reduced his 
readers’ bewilderment. 

H. A. Maeqtjazstd 

University College, 

Cardiff. 

Scritti e Discorsi di Mconomia e JS'inanza. By LEOirE WomBM- 
BOBG. With a Preface by Peoebssob Atjgijsto Gbaziabt. 
(Torino : Bocca, 1936. Pp. xxviii -}- 696. 40 1.) 

Leone Wollemboeq was bom at Padua in 1869 and died in 
1932. He took his Boctorate at the University of Padua in 1878 
with a thesis on “ Relative Cost of Production as a Basis for the 
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Determination of Value.” In the ’eighties he threw himself with 
great vigour into the study of consumers’ co-operation, and of 
co-operative credit institutions, on the Raiffeisen model, in rural 
areas. And he did much to popularise and multiply such institu- 
tions in his native Veneto. He was a member of the Italian 
Chamber of Deputies from 1892 to 1913, and of the Senate from 
1914 onwards. It is not clear whether he remained a Senator 
until his death, but his last important speech in that Assembly 
was apparently delivered in December 1926. 

As a Parliamentarian he specialised, and often spoke, on 
questions of public finance. In 1901 he became hlinister of 
Finance in the Cabinet of Zanardelli, and prepared an ambitious 
scheme for the reform of taxation, both national and local. But 
he failed to persuade his colleagues in the Ministry to accept his 
scheme, and thereupon resigned. His principal achievement, as 
a Minister, was the provision of cheap quinine, the quality of 
which was guaranteed by State inspection, as a means of com- 
bating malaria. 

This book contains a selection from his writings and speeches, 
buttressed by a full bibliographical record. Nearly half the book 
consists of speeches in Parliament. Professor Graziani contributes 
a laudatory preface. 

WoUemborg was of a type in which pre-Fasoist Italy was 
unusually rich, combining theoretical interests with practical 
activities, and carrying expert knowledge into public life. This 
type may be emerging less easily since the March on Rome. 
There is some evidence for suspecting that the Fascist regime, 
which has led, in literature at any rate, to a certain intellectual 
impoverishment, has not been less unfortunate in other spheres. 

In his abortive project of financial reform in 1901, WoUemborg 
was in advance of his time. Some of his ideas, which were then 
rejected, have since been adopted. His proposals included the 
handi n g over to local authorities of most taxes on real property, 
the abolition of nearly aU internal taxes on consumption, the 
creation, for national purposes, of a general income-tax, assessed 
on a progressive scale upon personal income and subject to 
aUowances for dependants, and an increase, also on a progressive 
scale, of death duties. It was not tiU eight years later that a 
British ChanceUor of the Exchequer applied the principles which 
WoUemborg suggested to the British income-tax. 

Htjoh Daetok 
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Essays of William Qrahant Sumtier. Edited by A. G. Keleer 
and M. R. Davie. 2 vols. (Yale University Press and 
Oxford University Press. Pp. xix -f- 499 and viii -f- 534. 
13s. 6d. each.) 

The name of Sumner is not familiar to this generation of 
English economists, although the obituary in this Jotjr 2 Tal 
twenty-five years ago indicates that he was better known then. 
The reason is that he was not really an economist. Even his 
chair at Yale which he held for thirty-seven years was in Political 
and Social Science, and it was upon sociology rather than upon 
economics in America that he left his mark. We must take 
seriously his statement in 1889 about his economic education : 
“ My first interest in political economy came from Harriet 
Martineau’s IllzLStrations of Political Economy , when I was thirteen 
or fotirteen \ciTca 1853]. ... In college we read and recited 
Wayland’s Political Economy, but I believe my conceptions of 
capital, labour, money and trade were all formed by those books 
which I read in my boyhood.” His economic analysis, if we may 
judge by his published work, never became more technical than 
it was in 1874 in his history of American Currency. As time went 
on his interest in economics did not increase ; it was as a sociologist 
that he became erudite, his Folkways : A Study of the, Sociological 
Importance of Usages, Manners, Customs, Mores and Morals (1907) 
being a monument to his learning. 

The concept of the mores occupies a central part in Sumner’s 
thought. It is best explained in his own phrase : customs 

have grown up from the unavoidable compromise between meta- 
physical dogmas and life interests, and these customs, so far as 
they inhere in essential traits of human nature or in fundamental 
conditions of human life, or as far as they have taken on the 
sanctity of wide and ancient authority, so that they seem to 
be above discussion, are the woras.” Anything which has become 
by selection a custom is a “ folkway ” : when a “ moral and 
reflective judgment ” as to the bearing of the custom on welfare 
is added, the folkway becomes a part of the mores. “ We are all 
in them, born in them, and made by them.” 

The evolutionary basis of this idea is manifest. It led him 
to take that hard-headed attitude to economic reform through 
State action which is usually denounced as one of laissez-faire. 
He frankly detested what he called the “ sentimental philosophy,” 
which asserted that “ nothing is true which is disagreeable,” 
which encouraged “ easy optimism ” with respect to the possi- 
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bilities of improvement in society. Yet Sumner was not Pan- 
glossian in his “ extreme prejudice against State interference ” ; 
there is sometimes even a note of despair in his emphasis upon the 
sordid and brutish aspects of life : he was simply convinced 
from his reading of history that the progressive etatisation of 
society would lead to disintegration as he believed it did in Rome. 
He detested socialism because he dejfined it as “ any device or 
doctrine whose aim is to save individuals from any of the diffi- 
culties or hardships of the struggle for existence and the compe- 
tition of life by the intervention of the State.” To strive for 
an equalitarian state was necessarily to go back rather than 
forward. 

Despite all the scientific coldness of Sumner’s dissection of 
society, most modem readers will find his standpoint repellent : 
he leans too much on the assertion that the “ social order is fixed 
by laws of nature precisely analogous to those of the physical 
order.” 

All but three of these essays have been included in previous 
collections. Those of an economic character show Sumner as 
the political agitator and economic pamphleteer. In this role 
he was brilliant and powerful. The attack upon protection 
(1885) will still bear reading, not for any subtle analysis but for 
the blunt weapons so efiective in the rough and tumble of political 
debate. The editors have designed the volumes primarily for the 
general reader : they will be of little interest to the specialist, 
including (rather than excluding as the editors believe) the 
college student. 

Redvehs Opie 

Kapital und Produktion. By Riottabp voh Stbigl. (Wien : 

Julius Springer. 1934. Bp. x -j- 247. Rm. 7.80.) 

The theory of capital and production here ea^ounded is 
based upon the ideas of Monger and Bohm-Bawerk. As compared 
with the latter, I^rofessor Strigl’s concept of capital is much more 
jfiankly connected with the wages-fund doctrine. In real terms 
subsistence constitutes “ free capital ” ; in monetary terms 
“ money capital ” is command over subsistence ; and in each 
case the capital characteristic depends upon the decision of the 
holder regarding the use to which the means are to be put. 

Of the three chapters in the book, the first two are directed 
to show that questions concerning the use of capital are identical 
with the problem of the “ structure of production.” Bixed 
capital is shown to be connected with the problem of roundabout 
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processes because of renewals and because free capital is comple- 
mentary to fixed. The length of the productive process must 
be such that the fund of free capital is adequate to the 
demands upon it for renewing and operating fixed capital- The 
subsistence fund is a factor of production and it must be dis- 
tributed throughout the “ time structure ” of production in 
conformity with the “ law of cost ” (i.e. cost equals marginal 
product). 

The maintenance of the proper structure of production depends 
on the maintenance of the appropriate horizontal and vertical 
price relationships. This gives the starting-point of Chapter 
III (Money and Capital). Given the static assumptions under- 
lying the greater part of these chapters, the introduction of 
money and the regulation of the structure of production by the 
money rate of interest involve no change of principle as compared 
with the barter economy : the “ natural ” or “ equilibrium ” 
rate of interest equates the demand for with the supply of sub- 
sistence. Any injection of new money in the static state sets up 
changes in the structure of production; and in this respect 
hoarding and dishoarding, or changes in the integration of 
industry are regarded as having the same effects as changes in 
the quantity of money. Since money is said by Professor Strigl 
to be neutral when the monetary conditions are such as to allow 
the stationary functioning (Ablauf) of the system, neutral money 
and a stationary state both mean a constant volume of money 
in the wide sense. 

This brings him to the analysis of production under the influence 
of credit expansion (Chapter 111, pp. 180—99), Increased credit 
leads to a lower rate of interest and so to an “ undue ” lengthen- 
ing of processes, which in turn means that capital is “immobilised,” 
i.e. is not set free at the proper time. The new credit increases 
the prices and output of subsistence. But this increase means 
capital consumption. Thus the two efleets of expanding credit 
are immobilisation and consumption of capital. Professor 
Strigl says it is self-evident that the increase of “ capital ” by 
increasing the output of consumers’ goods can never allow the 
longer processes to be completed. But this is just the point where 
argument in detail is required : the shadowy statements in the 
text (pp. 195—6) cannot be regarded as a proof. The reader is 
left with the conviction that there remains a complicated question 
of the relation between the “ immobilisation ” of capital and the 
consumption of capital. 

A long appendix on the business cycle is the most interesting 
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part of the book. The method of analysis is no longer the 
“ exact ” one used previously, i.e. the static assumptions are 
dropped. There is a difficulty here in connecting the appendix 
with the preceding analysis : it is not at all clear what the dropping 
of the static assumptions means. The most interesting point 
made is that the stoppage of credit does not lead directly to an 
equilibrium position because the deflationary processes are 
cumulative, largely because bankers and entrepreneurs strive to 
increase their liquidity.” Money is thrown out of the Kreislauf 
during the depression, and when recovery begins these “ de- 
capitalised ” funds flow back and act as a disequilibrating element. 
At first Professor Strigl seems to admit that theoretically bank 
action may offset the effects of this disturbing factor, although 
he is pessimistic about the possibility of ever getting the right 
criteria for action. In another vein, however, he seems to deny 
even this potential power, because he stresses the “ psycho- 
logical disinclination ” to invest in depression, and the power 
of the system to expand independently of the Central Pank in a 
boom, in the light of which he seems to despair of exercising 
control over business fluctuations. Yet, he thinks, not quite 
consistently, that the banks may (at most) affect the timing of 
the turning-points and so the intensity of crises. In the end, 
however, he is as sceptical of damping down the cycle as he is of 
stabilisation as an objective of policy. 

On the whole this is the clearest statement of a theory of 
capital and production along the lines of Pohm-Bawerk that has 
yet emerged from Austria. It leaves difficulties, and a great 
deal of it will weary the professional reader; but it is worth 
attention in England. The cost of the book — ^short and un- 
boimd as it is — will be a great deterrent to its sale in England, 

There is a slip on p. 59 when the supply of the services of 
land “ in the usual diagrammatic representation ” is said to be 
approximately horizontal. 

Redvers Opie 

Magdalen College, 

Oxford. 

deludes £conometriques. By IlEsr:^ Rox. (Paris : Recueil Sirey. 

1935. Pp. 145. 20 /r.) 

Teoree articles published by Professor Roy in the Revue 
d^iconomie ^politique between 1927 and 1934 are collected together 
in this volume without alteration. The first article, Les index 
iconomiques, appearing in two numbers of the Revue in 1927, 
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is concerned with the theory and construction of price index- 
numbers. The theoretical discussion starts from the differential 
formula for a price index proposed by Professor Divisia. Particular 
indexes, of factor prices, wholesale and retail prices and so on, 
are described and an analysis is given of the division of such 
indexes into partial indexes representing, for example, wages or 
food costs. A particular study of the composition of a factor price 
index follows with an account of some actual indexes used in the 
formulation of tariff rates in certain public utility services in Prance. 

The main interest of the theoretical study lies in the derivation 
of the linear form assumed for price indexes with weights equal 
to the basic proportions of expenditvue on the various items. 
It is shown that the linear form has theoretical support if the 
quantities of the items vary proportionally over the time period 
of the index. This does not carry us far, since the two “ limiting ” 
indexes (of Xiaspeyres and Paasche) are identical in this case and 
either can be used as the linear price index. The linear form 
also holds approximately if the expenditure proportions on the 
items remain unaltered over time and if the price variations are 
small. In this case, however, it would appear that a better 
approximation is provided by the weighted geometric, rather than 
arithmetic, mean. 

Professor Hoy’s discussion rarely penetrates below the surface. 
This is not surprising when it is remembered that he wrote before 
the appearance of the work of BCaberler (1927), Bowley (1928) 
and others in this field. His one suggestion for the improvement 
of practical indexes appears to consist of the frequent revision 
of the weights — scarcely an epoch-making discovery. 

The other two articles can be taken together in that they 
both relate to the concept of a demand curve and its elasticity. 
The earlier article is Les Zois de la demande from the Revue of 
1931. The static form of the demand law is here related to the 
distribution of incomes and described by means of its elasticity. 
The mathematical basis of the development appeared in an earlier 
article in JSIetrcm (1930) which does not find a place in the present 
volume. The main thesis put forward is that the elasticity of 
demand for a group of commodities is less than unity, so that 
total revenue increases as price increases and consumption 
decreases. Hough estimates of demand elasticity are obtained 
in the cases of various public utilities {e.g. gas, postal and transport 
services) in which changes in the tariff rates have been made from 
time to time. The thesis is verified in these instances ; it cannot, 
of course, be maintained as a universal law. 

No. 179. — ^voL, XLV. 
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556 


THE EC02s0:MIC jotjrstal 


[sept. 


The later article, L’ elasticiU de la d&mande, is taken jfrom the 
Retme of 1934. It consists simply of a su mm ary of the methods 
and results of Professors Moore and Schultz in the statistical 
estimation of demand elasticity from market data of prices and 
consumption. The two articles provide a convenient summary 
of the theoretical basis and the statistical derivation of demand 
elasticity. Little is added to what can be obtained from the 
published work of Moore, Schultz and others, but the articles 
probably merit their reprint in this collected form. 

R. G. J). AliLEN 

The Nazi Dictatorship. By Boy Pascal. (George Routledge 
and Sons. 10s. 6d.) 

Mb. Pascal has written an exceedingly competent book 
about contemporary Germany. His work has the advantages 
and disadvantages of being frankly tendencious. Perhaps the 
most admirable chapter is that which presents the theory of 
National Socialism with astonishing lucidity and completeness. 
It is, however, impossible not to observe that Mir. Pascal’s work- 
ing class is endowed with something very like the sanctity of 
Herr Rosenberg’s Aryan race. No one can do more than guess 
at the strength of Communism in Germany to-day, but Mr. 
Pascal almost certainly exaggerates it. The average working 
THfl.n — one hears it from him constantly — ^agrees with Hitler 
that a bad wage is better than the dole, and until rearmament 
is complete, employment figures are unlikely to fall again. The 
more rebellious workers get beaten up by the S.S. for their pains, 
and frequently abjure political activities as their tormentors 
intend they shall. Most people are bored with Nazi speeches, 
yet they are grateful for Hitler’s foreign policy. 

One of the inacciaracies which follow from Mr. Pascal’s 
enthusiasm is that he is forced to take the ofS.cial Nazi view that 
in the winter of 1932—3 there was a real possibility of the establish- 
ment of Communism in Germany. The gravity of the Com- 
munist “ menace ” has all along been denied by the Berlin 
Correspondent of The Times, and by most other competent 
judg^; the lack of able Communist leaders, to mention only 
one thing, was patent. Like all Communist writing, Mr. Pascal’s 
book is an attack upon Social Democracy as the betrayer of the 
German working class. There is at least as good a case for saying 
that Social Democracy was stabbed in the back by Conamunism. 
How often in 1932 did the Communist press cry aloud, “ Social 
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Democracy, not iFascism, is our enemy, for Fascism will play 
straight into our hands.” But the iNazis have destroyed Com- 
munist organisation with a thoroughness unknown to other 
political parties ; even if individual suffering can be disregarded, 
was it really necessary to pay so terrible a price ? 

Mr. Fascal makes a powerful case for regarding the 2^azi 
dictatorship as an important stage in the development of a ruth- 
less monopoly capitalism, yet there are several odd omissions 
in the story that he tells. There is, as usual, too much of Thyssen 
and too little of the great Westphalian industrialist TilTuil Kirdorf, 
who has controlled the employers’ strike-breaking fund since 
1 905 ; for it is Kirdorf who has clung most tenaciously to a 
milit arist conception of industrial organisation, a conception 
which defines employers as “ leaders ” and strikes as mutiny. 
When one considers Dr. Schacht’s new levy on industry to sub- 
sidise exports, it is difficult to feel sure that even the biggest 
industrial capitalists are getting all that they could wish out of 
Hitlerism. It is otherwise with the Junkers, whom Mr. Pascal 
a little neglects, for since the big landowners sell a very much 
larger proportion of their produce than the peasants, it is they 
who thrive to-day on the rise in agricultural prices. 

Mr. Pascal’s general argument is weakened by the loan of 
many merely liberalistic pleas against the Satanic power of the 
dictatorial state, a loan which Marxist writers, it seems, never 
blush to make. Mr. Pascal’s description of Germany’s inter- 
national position is marred by the absence of any reference to 
the agreement with Poland, the importance of which was already 
clear some time before he went to press. Finally, his silence 
with regard to the role of the JReichswehr is disappointing; the 
bald fact that the Army dropped Hitler in 1923 goes quite un- 
exq)lained, and the remarkably interesting part played by its 
officers since 1932 is completely ignored. 

Elizabeth Wiskemajot 


The Great Crisis and its Political Consequences. By E. Varga. 

(London : Modern Books, n.d. Pp. 175. 5s.) 

The Income Theory of Prices. By J. S. PoBERTSOisr. (London : 

Wame. 1935. Pp. 96. 3s. 6d.) 

Basic Economics. By J. G. Evarts. (Chapel Hill : University 
of Horth Carolina Press. 1934. Pp. 139. $1.60.) 

The first of these books places the reviewer in a certain 

difficulty. W'ritten by a former Professor of Political Economy 

o o 2 
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at Budapest, who is now Director of the Institute of World 
Economy and Politics in Moscow, obviously it cannot be passed 
over completely. But fortunately the fact that it is concerned 
more with political prophecy than with economic analysis makes 
it unnecessary for the book to be noticed at any length in this 
JoTJEEAii. As might be expected. Professor Varga concludes that 
the economic structure of the “ capitalist ” countries is but a 
short step from general collapse. He is not so convinced, how- 
ever, of the likelihood of an early outbreak of revolution in the 
West, unless, of course, war should supervene. Such economic 
analysis as the book contains, and there is a good deal which is 
supposed to be relevant to the depression of 1929—34, is on well- 
known Marxist lines. How, owing to the unfortunate fact that 
communist literature has become so overlaid with catchwords 
and slogans devoid of any precise and well-understood meaning, 
applied economics written from a Marxist standpoint (whether 
sound or not) requires a particularly high level of literary ability 
if it is to be made merely intelligible, let alone persuasive. It is 
not clear whether Professor Varga has written the English ver- 
sion hims elf or whether he has suffered translation. The English 
is readable, bttt as economics it is largely unintelligible. The 
book is illustrated by a wealth of statistics, mainly taken from 
Lieague sources. 

The best that can be said of Mr. Robertson is that he shows 
promise of one day writing a book which will be well worth reading. 
A commonplace account of the quantity theory leads him to 
wonder under precisely what conditions commodity prices should 
fall in order to secure equilibrium. As efficiency increases, they 
should certainly do so. But if the expansion of output is asso- 
ciated with more factors, or with a greater expenditure of effort, 
what then? Mr. Robertson sees the problem, but he does not 
go very far towards its solution. Further, he puts forward the 
puzzling suggestion that the earning of profits which are not 
distributed tends to raise prices ; and his account of the factors 
which influence the velocity of oircidation is unsatisfactoiy. 

Mr. Evans has written a text-book which as an introduction 
to equilibrium theory can be recommended, particularly to com- 
merce students who find abstraction difficult and are short of 
time. 

HaeoIjD Baegeb 

University Gollege, 

London. 
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World Dislocation and World Recovery. Agriculture as the 
Touchstone of the Economic World Events. By Dr. 
"W. EE. C. Kjjtapp. (London : P. S. King and Son, Ltd. 
1932. Pp. viii -f- 203. 10s. Qd.) 

The sub-title indicates the general tenor of this book, which 
has been awarded a prize, as being “ the best work on economics 
of international importance,” by the Committee of the Inter- 
national Agricultural Institute at Rome. There is much in it 
which an economist is little competent to judge. For example, 
the reasozis stated in the early part of the book for the importance 
of agriculture in the life of society may be morally or sociologically 
sound ; they are certainly not of an economic character. The 
author succeeds, however, after a dangerously long excursion into 
morals and technology, in entering upon economic considerations. 

Dr. Knapp, as befits a Dutch scholar, is an intransigent non- 
interventionist. He examines briefly the fundamental notions 
of many schools of economics — ^from the Mercantilists to the 
modern Socialists — and comes down heavily on the side of the 
Physiocrats. He believes in the “ natural order,” but he also 
has very much at heart the interests of the countryside — ^now, 
as in the days of the Physiocrats, ignored and sacrificed to those 
of the town.. 

The author discusses at length the different diagnoses of the 
causes of the world depression and the suggested remedies. He 
concludes that interference with the working of economic forces 
through price stabilisations, faulty wage policy, tariffs, monetary 
manipulation, etc., is responsible for our present ilia ; that, there- 
fore, nothing but a return to free competition can provide a 
remedy. 

This book is not really a specific contribution to the agri- 
cultural problem ; and the general laissez-faire case, while argued 
with some skill, could have been much compressed. The author’s 
earnestness and obvious sincerity somewhat compensate for a 
tedious style. 

Erich Rouii 

University College, 

Hull. 

The Hop Industry. By Hubert H. Parker. (London : P. S. 
King & Son, Ltd. 1934. Pp. 327, 15a.) 

This book is a comprehensive survey of the hop industry, 
beginning with its introduction in this country in the sixteenth 
century, and concluding with present-day problems. A lengthy 
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description of the technique of production both in the past and 
in the present, and estimates of the cost of production at different 
periods, are followed by an analysis of the post-War economic 
aspects of the industry in this and other countries, and of the 
special marketing problems which have faced hop-growers. 

In bis description of the economic aspect of the British hop 
industry, Br. Parker follows familiar ground, stressing the 
inelasticitj’ of demand for hops of brewers — ^the only buyers — 
and the varying yield, resulting, in spite of the possibility of 
storage, in extreme price fluctuations from year to year. TTis 
outline of the foreign and dominion hop industries provides much 
material hitherto inaccessible and gives interesting comparisons 
with the British industry. 

To the economist the most interesting section will be the 
description and criticism of the operations of the Hop Control 
and of English Hop-Growers, Ltd. Dr. Parker has drawn freely on 
the Hop Controller’s articles in the Journoil of the Royal Agri- 
cultural Society, but approaches the problem from a more detached 
position. He brings out several new points in the administration 
of both these bodies. In particular, he criticises the popular 
view that the breakdown of the voluntary association was due to 
the actual financial loss involved on members by the expansion 
of production by non-members. He presents figures to show that 
this loss was, in fact, very small. The force of his argument would 
be much strengthened if he had quoted the authority for his 
estimates, especially as the figures of acreage picked, given on 
p. 254, do not agree with the JVlinistry of Agriculture’s acreage 
figures given on pp, 146 and 309. Several possible explanations 
of the discrepancy exist, but Dr. Parker does not mention them. 

Dr. Parker concludes with a criticism of the pooling principle, 
and of various methods which could be used to check an ex- 
pansion of production. He includes in an Appendix extracts 
from the Hops Marketing Scheme ; his book, however, was 
published too soon to describe its operation. 

This book provides material which will be useful to all in- 
terested in the hop industry. Its later sections will serve, in 
addition, as a valuable background to those who wish to appreciate 
the peculiar problems which face the Hops Marketing Board and 
call for its exceptional powers. 

Btjth L. Oohek 

Agricultural Economics 
Research Institute, 

Oxford. 
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A.iinuaire International de Legislation Agricole, SlXIIIeme Annee, 
1933. Institut International d’Agricxiltxire, Rome. 
Considerations on the Present Evolution of Agricultural Protec- 
tionism. League of Nations, Economic Committee, Greneva, 
1935. 

La- Eouvelle Politigue Agricole Eritannique. By Baitl Chaittemps. 
(Paris : Jouve & Cie. 1935.) 

Agricultural Co-operation in Fascist Italy. By Eeeppel Cotta. 
(P. S. King & Son, Ltd. 1935.) 

The depression has brought throughout the world a flood of 
measures to help agriculture through the crisis. Legislation udth 
this end in view has mainly been concerned to control the trade 
in or production of agricultural products, or to relieve farmers of 
part of the burden of their indebtedness. The International 
Institute of Agriculture at Pome has once more provided an 
invaluable summary of agricultural legislation in the principal 
countries of the world. It deals with laws passed in 1933, and 
includes, besides legislation concerned with the crisis, legislation 
dealing with the more permanent problems of trade in agricultural 
products, of land reclamation, of agricultural credit and of land 
tenure. The legislation passed is outlined briefly according to 
subject and then detailed by subject-matter and country ; the 
more important laws are summarised, and the scope of the less 
important indicated. Pinally, a chronological list is provided for 
each country of the agricultural legislation passed during the year. 

The eflect on the world situation of legislation designed to 
protect agriculture is considered in the pamphlet issued by the 
Economic Committee of the League of Nations. They publish 
together their observations on the development of the present 
extreme protection of agriculture in most importing countries, a 
memorandum by Sir Frederick Leith Poss on the development of 
agrarian protectionism, since the War, and a brief note on the 
general evolution of agriculture, in relation to the growth of 
agricultural protection, in the period between the agricultural 
depression of the 1870’s and the World War. 

The Committee confine themselves to a brief criticism of the 
high level of agricultural protection, stressing in particular that 
the agricultural as well as the industrial producer -will suffer 
eventually from excessive agrarian protection. 

The facts of the case are clearly presented by Sir Frederick 
Leith Poss, whose memorandum bristles with interesting tables 
showing the development of agrarian protectionism and its 
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results. The increase in protectionist measures since 1925, and 
the disparity "which has developed between the prices of agri- 
cultural products in different countries are clearly demonstrated. 
The evidence is less definite in indicating any increase in agri- 
cultural production in Europe, with the notable exceptions of 
wheat in most countries, and most products in Germany. The 
mRTn f>r a.n d TiTn — a model of compression — cannot be summarised 
briefly, but should be read by all who are concerned with the 
reasons for the agricultural depression and the development of 
economic nationalism. 

M. Chautemps has attempted to summarise and evaluate for 
the Erench reader the new British agricultural policy. His 
account, consisting mainly of a synthesis of English publications 
on the subject, is marred by a number of inaccuracies (such as 
the figures of minr production on p. 22). He also neglects, in 
his eloquent demmciation of the protectionist side of the policy, 
and of the exploitation of the consumer, that the policy has other 
aspects, such as the attempts to improve marketing methods. 

Mr. Cotta’s well-documented account of the recent develop- 
ment of agricultural co-operation in Italy, and its relationship 
to the Eascist regime, will be mainly of interest to students of 
co-operation. He assembles a mass of statistics relating to the 
different types of association and describes in detail the forms of 
organisation. His accotmt of the relationship of the co-operatives 
to the Eascist organisations is less easy to follow. 

Ruth Coheh 

Economics of the Farm Business. By Theodor BBrNKMAHisr. 
English Edition, with introduction and notes by Elizabeth 
Tucker Bbhedict, Heinrioh Hermajstn" Stippleb and 
Murrav Reed Benedict. 

Treatises on Agricultural Economics in the English language, 
with certain exceptions, have been mainly concerned either with 
the historical approach or with the statistical and descriptive 
accotmt of existing conditions. At the same time research in this 
field has concentrated primarily on problems of the internal 
management of farms, and the costs incurred, and, more recently, 
on studies of marketing and prices. Such a development is 
perhaps inevitable when the more theoretical aspects of the sub- 
ject are left to the pure economist. It is, however, unfortunate 
from the point of view of the student who has perhaps not studied 
economics, but is much in need of some guide to fundamental 
economic principles as they affect agriculture. 
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IMr. and Mrs. Benedict and Herr Stippler have thus performed 
a useful function in translatins Theodor Brinlimann’s Economics 
of the Farm Business. This is not, as its title might imply, an 
account of farm management problems, but a careful analysis of 
the ejffect of the marginal principle on the structure of agriculture, 
assuming perfect competition. (The original script of the book 
■was completed in 1912.) “ As the farmer must seek in deter- 

mining the intensity of his farming the final input which is still 
paid for, as he must seek, in organising the utilisation of the land, 
the last acre which can profitably be given to a particular crop, 
so he must now seek an answer to the same question for each 
individual product. Where is the last unit of product which can 
still be used in one specific type of conversion with greater profit 
than in any other 1 ” 

His analysis of the factors which determine the use to which 
any piece of land shall be put brings out clearly the sense in which 
it is true to say that rent enters into price, and clarifies the arrange- 
ment of Von Thiinen’s zones. 

The approach throughout is theoretical, but is based upon the 
practical conditions which are important to the farmer. Thus 
the costs of production and of marketing, the fertility of the soil, 
the interrelationships of the various products on any farm, and 
the personal qualities of the farmer are all taken into account. 

The analysis is almost wholly concerned with the conditions 
of supply, and does not attempt to indicate the effect of changes in 
these conditions on demand. Hone the less it provides an 
economic framework for the agricultural problem which every 
agricultural economist should read. 

Ruth Coheh 

The A.gricultural Register, 1934—35. (Oxford : The Agricultural 
Economics Research Institute. 1935. I^. viii +391. 

6s.) 

When the Register first appeared a year ago, W'e were promised 
that, if it proved that it supplied a want, it should become in 
future an annual. Its reception justified the hopes of the 
Institute, and they have not only produced a second volume, 
but also, at a slight increase in price, have substantially enlarged 
it. Material relating to Scotland and Horthem Ireland has been 
added, but the great bulk of the additional material arises from 
the increase in the administrative action undertaken under the 
Agricultural Marketing Acts. In the last Register some thirty 
pages sufficed to describe the machinery set up under those Acts 
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to deal with, the marketing of various commodities. In the present 
Register, though this machinery is taken for granted, ahnost 
five times the ^ace is occupied with accounts of its operation 
and the effects upon the various commodities concerned. 

As before, the Register, after a brief introductory review, 
contains sections on Xiegislation, Trade Regulation, Administrative 
Action, Supplies and Prices, Statistics, Labour, and Miscellanea. 
The standard of objectivity of the treatment of these highly 
controversial forms of governmental activity is admirably main- 
tained. The reader is given the facts dispassionately, and left 
to draw what conclusions he may. But an hour or two spent 
in turning over the pages of this volume can hardly fail to leave 
two impressions on the mind; the first, of the infinite series of 
complementary and countervailing committees, organising ex- 
ploitation, guarding against exploitation, judging exploitation; 
the second, of the steadily mounting demands upon the exchequer 
and the consumer for assistance which one feels by no means 
confident will always reach the persons really requiring it. 

Housing Mngland,. By the Industries Group of “ Political and 
Economic Planning.” (London : P. E. P., 16 Queen Anne’s 
Gate, S.W.l. 1934. Pp. 158. 6a.) 

This report is an interesting addition to the various studies of 
problems connected with housing which have appeared in the 
last year or two, and it is largely concerned with a side of the 
question which has not so far had its full share of attention, 
namely, the possibilities of increasing the efficiency of the building 
industry. 

The authors quote the various estimates of housing require- 
ments which have been made recently, and suggest that a new 
organisation should be formed especially for the production of 
low-rented houses in large numbers. This organisation would 
consist of a company which would own and manage, linked to 
which would be a subordinate company to do the actual work of 
building. Its activities would be carried out in conjunction with 
the local authorities and according to local needs, and it is claimed 
that the scale of its operations wordd make possible considerable 
reductions in cost without a lowering of standards. 

The two main openings for cost reduction, in the opinion of 
the authors, are improved building technique and organised 
purchase of materials. Perhaps the best part of the report is 
that dealing with building technique. Its argument can be sum- 
marised in the statement that “ the building industry has only 
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recently showed any signs of changing from a basis of tradition 
to one of applied science.” The change is a desirable one, and 
there are two principal ways in which it can be encouraged. 
One is through greater uniformity and less rigidity in building 
regulations, which would facilitate standardisation and the 
introduction of new materials. The other is through more re- 
search. Government action in various directions is suggested 
to further both these lines of improvement. 

The report contains a useful section on the materials industries. 
Bulk purchase would enable production in these industries to be 
better adjusted to demand and would thus tend to lower their 
costs. There is also a good deal of interesting information regarding 
the labour side of the building industry, and various other subjects 
are touched upon, of which management and the possibilities of 
derating working-class houses may be especially mentioned. 

The general impression given by the report is that the building 
industry is at present suffering from an excess of tradition, too 
many separate units, insufficient research, and a general lack of 
co-ordination. The authors appear to have made out a strong 
case for the advantages of the large-scale production of working- 
class houses, but it is rather unfortunate that they have wedded 
their various suggestions for reform in the building industry so 
closely to their proposals for a particular form of private organisa- 
tion for owning and building, since it seems probable that this 
will, in fact, be undertaken almost entirely by the local authorities ; 
however, this is no reason why steps should not be taken, as 
indicated in this report, to increase the ef&ciency with which 
building is carried out and so to bring down its cost. 

J. Inman 

Marhebing of Manufactured Goods. By Newel HEowland 
CoMiSH, Ph.D., !l^ofessor of Business Administration in the 
XJniveraity of Oregon. (Boston : The Stratford Co. 1935. 
Pp. 282. $3.00.) 

The high reputation which American Universities and Schools 
of Business Administration have achieved in the field of Applied 
Economics, and not least in the scientific study of Marketing, 
makes it difficult to excuse the appearance of the present volume. 
A few samples, culled almost at random from its pages, will serve 
to illustrate the poverty of the author*s thought and his in- 
adequate grasp of the English language. Take^ this, for instance, 
as a comment on the introduction of the N-R.A. Codes : — 
“ Exq>erimentation is undoubtedly better than theorising in the 
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fertile fields of our prejudices, for if we are stripped of our economic 
prejudices and come out into the open field of objectiveness with 
an attitude of disinterestedness, we may be forced to the conclusion 
that nobody knows how far the Government should go in for this 
partnership of business.” Or this, to wind up the chapter on 
Mail-Order Houses : — “ Manufacturers of standard articles 
demanded by rural folk and some city people might, nevertheless, 
find, when other factors are equally favourable, the mail-order 
chaimel desirable.” Out of consideration for the more sensitive 
of our readers, we refrain from setting down some even more 
remarkable linguistic specimens, though the book is full of them. 

Hr. Cornish’s matter is as deplorable as his manner. iFrom 
cover to cover there is nothing in the book which has not been 
more adequately and more interestingly treated by a score of 
writers on both sides of the Atlantic. Two-thirds of it is devoted 
to a dreary, exhaustive, but amazingly uninstructive catalogue 
of the various types of wholesale and retail outlet open to the 
American manufacturer. The remainder contains a jejune 
discussion of problems of special interest to the producer of 
branded goods and ends with a chapter on Market Research, in 
the course of which we find the following sentences : — “ Some 
research work in marketing is so poorly presented that use is 
rarely made of it. Libraries are full of unused research studies. 
. . . Research experts should remember these facts and spend 
more, not less, time in presenting materials in an attractive and 
intelligent manner. A knowledge of good English . . . will go 
a long way in removing these difficulties.” Quis custodiet ijpsos 
ctbstodes ? 

S. P. Hobbs 

Advertising Recxmsid&red. By A. S. J. Bastee. (London : 

P. S. King & Son. Pp. 128. 6s.) 

This book is a most efiective counterblast to the numerous 
advertisers’ advertisements of themselves that have recently 
appeared in books of somewhat similar form. It beats them 
in wit and argument and illustrates the economic, ethical and 
aesthetic case for the prosecution by damning, and indeed often 
blasphemous, quotation out of the very mouth of the defence. 

There are chapters descriptive, critical and constructive ; 
but to an economist the most interesting chapter is that entitled 
“ Analytical.” Here IMr. Baster discusses how far adveirtising 
deflects the distribution of resources from satisfying real wants to 
satisfying the artificial wants it has itself created. Commodities 
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easily advertised are likely to obtain a new preference from con- 
sumers over commodities less easily advertised. Unfortunately 
]Mr. Baster seems to identify bis real wants witb real needs, and 
{e.g. pp- 89 and 90) uses tbe words interchangeably. This ob- 
scures the fact that a consumer’s real, pre-advertisement, wants 
may not really be needed by him any more than his post-advertise- 
ment wants. Advertisements of soaps, tooth-brushes, cereals, 
might actually deflect a man’s wants from the less easily adver- 
tised but real enough want to gamble or to go on the razzle ; 
but such deflection wotdd not necessarily be away from real need. 
Once an economist embarks upon the slippery slope of “ reality ” 
and ethical consequences, he must surely end in questioning 
whether man’s spontaneous or customary wants, arising without 
the help of advertisement, are really so excellent or rational and 
so much a matter of “ real need ” that aU deflections therefrom 
are to be condemned out of hand. Somewhat too late — ^within 
four pages of the end of his book — ]Mr. Baster does, in fact, question 
“ the peculiar sanctity which surrounds consumer’s choice in 
most discussions,” and agrees that State advertising might be 
used to persuade the consumer to want what he ought to want. 

A further consideration in favour of advertising, and one that 
is purely economic, seems to have escaped Mr. Baster. Since 
advertisement, apart from prestige publicity, usually recommends 
one particular branded commodity, advertisement is likely to 
advance large-scale operation as against large-scale organisation, or, 
in other words, to help firms of given size to concentrate eflectively 
upon the provision of one or a few articles each on a large scale, 
rather than to scatter their energies upon a multitude of products. 

Mr. Baster, as his sub-title implies “ confesses ” to “ mis- 
givings ” about advertising. His book is not quite a fair pro and 
con statement, but is a vigorous and well-documented exposure 
of the white lies, ballyhoo and exacerbation to sensitive nerves 
involved in advertising, no less than of the hypocrisy, rascality 
and insensitiveness of advertisers. Mr. Baster ’s remedy is pro- 
bably the right one, namely, books such as his. 

P. SaHGAHT FliOEEXOE 

University of Birmingham. 

The Budget in Governments of To-day. By A. E. Buck. (Mac- 
millan. 1934. Pp. vi 349. 12s. 6d.) 

To have written a book about budget-making that is both 
clear and readable is a notable achievement. Mr. Buck, bearing 
American budgetary practice — or perhaps malpractice — especially 
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in mind, examines the methods adopted by the leading govern- 
ments of the world in formulating, authorising, executing and 
controlling their financial programmes. His book is planned with 
reference to these successive stages in the process of determining 
the related measures of public income and outlay. Fiscal pro- 
cedure is shown to be intimately bound up with particular con- 
stitutional, and other less openly recognised, limitations of political 
organisation, with serious consequences for the substance as well 
as the technique of the economics of government. 

Where does, or should, initiative and responsibility rest for 
preliminary estimates, for legal sanction, for final audit of the 
Budget ? How are the duties of the many agencies that are 
inevitably concerned with the handling of public monies best 
distributed and co-ordinated ? What is the most useful degree of 
elaboration of the Public Accounts ? The answers to these large 
questions must always depend upon the character of established 
institutions in any given country. But in his brief historical 
outline, and in his widely-informed survey of actual present-day 
practice, IVIr. Buck brings out certain general aims and conditions 
of soimd budgeting which no government can afford to neglect. 
Economists may wish that the argument were closer on difficult 
problems such as the balancing of budgets over a period of years 
rather than annually, or the separation and appropriate com- 
position of current and capital account, or the proper province 
and scope of continuing as against yearly sanction of revenue and 
expenditure. But on these controversial points, as indeed 
throughout his discussion, Mr. Buck sets out with judicious 
quotation the various views held by eminent authorities; and 
those who choose to follow up any special matter may readily 
do so with the aid of an admirably selected bibliography. 

Every present and intending statesman and civil servant the 
world over, who commands simple English, -will do well to read 
this comprehensive and scholarly introduction to the art of 
fiscal administration. 

M. Tappak HoLiiOisro 

Girton College, 

Cambridge. 

Canadian Anti-trust Legislation. By Josnsr A. Baxl, Jr. (Balti- 
more : The Williams and Wilkins Company. 1934. Pp. 
vii -f- 105. 9s.) 

IifT 1888 a Parliamentary Committee found evidences of com- 
bination in Canada. Nearly fifty years later another ParKa- 
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mentary Co mm ittee (now tlie Price Spreads Commission) h.as been 
investigating problems wbich still arise from lack of effective 
competition, and this despite a series of experiments in the control 
of combination in the interval. 

The first Act (1889) “ for the prevention and suppression of 
combinations formed in restraint of trade ” by criminal prosecu- 
tion proved ineffective. Supplementary provisions for tariff 
reduction and licence revocation were scarcely used. iNew 
legislation in 1910 introduced the principles of preliminary 
investigation and publicity. Legal penalties applied only if a 
combine persisted in offences condenmed by the Board of Investi- 
gation. War-time price control preceded two Acts in 1919 which 
established a permanent Board of Commerce to administer the 
new Combines and Bair Prices Act. The Acts were declared 
unconstitutional. The present C ombines Investigation Act (1923) 
provided for a permanent Registrar; for investigation by Com- 
missioners though not for adequate publicity ; and for judicial 
proceedings and penalties for past (not merely continued) detri- 
mental combination. The Privy Council has upheld this Act. 

Mr. Ball’s account of these successive measures and the action 
taken under them provides a timely digest of material hitherto 
available only in scattered articles, judicial proceedings or blue 
books. He describes the many problems of procedure and 
alternative penalties ; of legislation halting between the ineffective 
and the oppressive ; of legal and constitutional uncertainty (such 
as that raised by the case now before the Privy Council). 

He concludes with enthusiastic com m endation of the Act of 
1923. In his praise he neglects two fundamental difficulties of 
anti-trust legislation which Professor Pigou pointed out.^ Pirst, 
attempts to compel artificial competition provide no cure for 
“ detrimental ” combination. Secondly, what test should be 
applied to discover what types of combination are detrimental ? 
That the dangers of modern monopoly cannot be met by anti- 
trust legislation such as the existing Act, Mj. Ball in effect admits : 
“ Canada has not entirely (stc) escaped the movement towards 
elimination of competition under governmental supervision.” 
The Report of the Price Spreads Commission drives home the 
point in recommending drastic changes and additions to the 
law. 

I. M. Biss 

University of Toronto. 


^ The JSIconomics of Welfare^ Part II, Chap, xxi (third edition). 
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Ending the Unemployment and Trade Crisis by the introduction 
of Purchasing Certificates and the Establishment of an 
International Clearing System. Edited by Eegari) Mjxhatji>. 
(Xiondon : Williams and Norgate, Ltd. 1935. Pp. 354. 5s.) 

This is a voluminous sequel to the two previous books, ji 
Gold Tritce and Fresh WorJs, Fresh Markets, in which Professor 
Milhaud outlined his proposals for curing the present depression. 
In support of these proposals, he has now collected together an 
international team, consisting of three Germans, one Pumanian, 
and one American, who contribute a number of essays on the 
domestic and international aspects of the Milhaud proposals. 
The book also contains a number of Appendices which deal 
with several economic experiments, including, in particular, 
an exposition of “ Phipsonism ” and the Homecroft scheme by 
Professor J. W. Scott and several articles on the “ Woergl ” 
experiment. 

Professor Milhaud has the misfortime of being sufficiently 
orthodox to be regarded as a “ theoriser ’* by his fellow monetary 
reformers, and he is sufficiently bold to be regarded as a dangerous 
reformer by his fellow economists. He believes in the Gold 
Standard, and he is opposed to autarky. He is also opposed 
to the flotation of large government loans for the financing of 
public works, and he does not claim that monetary devices can 
solve all economic and social problems. 

On the positive side, however, his proposals are less simple. 
Their essence appears to be the creation of purchasing certificates, 
or ‘‘ goods warrants,” both for domestic and for international 
purposes, with, for the latter, the establishment of an inter- 
national clearing system. On the domestic side, the plan is 
very much akin both to many seM-sufficiency ” schemes and 
to the “ free money ” proposals of Silvio Gesell. One gathers 
that these “ goods warrants ” would, in practice, be issued by 
certain large groups — ^railways, house-owners’ associations, etc. — 
in payment for the goods which they buy, and that they would 
then be accepted by them in payment for rents, freights, etc. 
Some of the authors also appear to be very much impressed with 
the schemes tried in Germany during the last few years for 
stimulating employment by the issue of tax -remission certificates, 
and for increasing consumption through purchasing certificates 
and credit notes issued to newly-married couples. But they 
fail to point out that little success, if any, has attended these 
schemes in Germany. 
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The glorified barter arrangements suggested for international 
transactions appear somewhat naive in view of our experiences 
of the last few years with “ regulated ” trade. The workings 
of the different “ compensation ” and clearing arrangements 
now in force between so many countries do not increase one’s 
confidence in this particular type of planning. It is a sad com- 
mentary on the present situation that able and well-intentioned 
people should have to ransack the lumber-rooms of mercantilism 
for progressive ” proposals. 

Ebich Roix. 

University College, 

Hull. 

Wisdom and Waste in the Punkah Village. By M. L. Bablixg. 

(Oxford University Press. 1934. Pp. xv -j- 368. 12s. Gd.) 

Banking in India. By S. G. Pahahdikae. (London : Longmans, 
Green. 1934. Pp. 334. 13s. 6d.) 

Mb. UABiiiHG continues the method of “ Rusticus loq^uitur,” 
giving us in diary form the observations of a trained administrator 
on rural life in the Punjab. He has an eye for everything, but 
a special eye for co-operation, in which in India Mr. Calvert and 
he are leaders. 

The book takes its name from a comment on p. 347 : “ In 

the Punjab the village is still a living organism, as full of wisdom 
as of waste and as much illuminated by the old light as any 
town is by the new.” And he has already observed, ” there 
is an underlying equity in unsophisticated village life which the 
modem individual town might envy.” The book is divided into 
260 pages of diary and some 90 pages of general summary, under 
such titles as : “ The Village Servant,” “ The Village Woman — 
Custom and Change,” “ The Pall in Prices,” “ Education,” 
“ Reconstruction.” The tone is one of sober hope, based on 
sympathy and knowledge. It is very fresh. The tours were 
made on horseback, and not by oar, in the winter of 1930—31, and 
at relevant points, e.g. the scarcity of 1934, the account is brought 
up to date (p. 204). Our one reproach is that these fine servants 
of the Punjab write so much that is good, that we know as much 
of the Punjab as of the rest of India ! 

One can only hope to reproduce the quality of the book by 
giving a few of its dicta : “A less satisfactory effect of the canal 
is the lowering of the age of marriage.” “ Till the begi nn ing 
of this century cash played the most limited part in village life.” 
“ The army is the salvation of the people, discip linin g tempers. 
No. 179. ^VOIi. XLV. P 
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widLening minds, and raising standards all round.’’ Tlie feeling 
for religion is tlae sacred thread that all India wears.” All these 
and many others that might be qnoted are apposite to the context, 
which prov'ides some telling examples. liVe are accnstomed to 
think of the peasant as miserably poor, bnt till recently he was 
able to afford £75 for a circumcision (borrowed, no doubt) : to 
imagine hi-m under the heel of the money-lenders, but in 1930 
in the i^TxnJab alone 34 were made away with. There are some 
important examples of co-operation applied to sale, e.^. cotton ; 
and we are brought back to 3Mr. iOarling’s original work. The. 
JPunjab JPeascLTtt in. Prosperity ccnd JOebt, when he reminds us once 
again that saving, instead of borrowing, to spend would soon 
change the face of rural India. This perhaps explains the deter- 
mination of the central government of India to balance its budget 
at all cost. 

IDn. sets himself a very different task. His book 

is based on what he rightly calls the authoritative and ex- 
haristive banking inquiry of 1929 — 31,” the central as well as the 
provincial Reports and Evidence, 20,000 pages of print. His 
arrangement is good : rural finance, industrial finance, and 
finally the Imperial IBank of India and the new Reserve IBank. 
The historical introduction is colourless, and it is a pity that he 
does not expand on p. 332 his reference to the fallacies about 
the extent of hoarding.” The book is not analytical, but it is 
exhaustive. An apparent objectivity of treatment is somewhat 
marred by an obvious leaning to Indian grievances. The case 
against the Exchange Banks seems to be that they succeed not 
only on their merits, but because they favour their friends. But 
is it not simply that they do business where business is safest ? 
An English reader would like a fuller reference to the Swadeshi 
movement ” (p. 11). However, the author has fxilly mastered 
his material, and it was his duty, perhaps, to emphasise the 
Indian case. 

C. R. Fats: 

Ccimbridge. 



jSrOTES ANJy ME]MORAM)A 

National Incoivie and Extenditxtre and the ^Ieasitrehent 

OF Savings 

The JxiGas'u.reitiGii't in t©i*ms of monoy of tiiG nafional income 
received in a calendar year, and the measurement of the national 
outlay for the same period, have both been the subject of close 
statistical study, and in the Economic Journal for March and 
September 1934 !Mr. Colin Clark and Mr. Feavearyear, who have 
worked on income and expenditure respectively, attempted a 
reconciliation between their totals for the year 1932. The 
comparison raised some puzzling questions, w^hieh have since, 
with the help of Mr. Clark and Mr. Feavearyear, been further 
probed in the light of later information. 

At jSrst sight the theory suggests itself that any amount by 
which the income of a period exceeds the outlay for the period 
must represent the amount saved in that period, and both Mr. 
Clark and Mr. Feavearyear accepted, at the time of their previous 
examination of the subject, the view that saving might be a 
balancing item in the calculation. On further consideration, 
however, it is clear, and they agree, that on 'Mx. Clark’s dejSnition 
of income it is not possible that the total income of any period 
should exceed the total expenditure of the period, or include any 
sum representing saving in the sense of purchasing power with- 
held fcom use, though it may include saving in the sens© of money 
devoted to the purchase of “ capital ” as distinct from “ con- 
sumption ” goods. Any apparent discrepancy, therefore, between 
the totals of income and expenditure on the side of an excess of 
income over expenditure can only be explained by an under- 
estimate of expenditure (apart from the efEects of any time-lag 
in the process of expenditure becoming income). 

The defirdtion, slightly abbreviated, iruns as follows : — “ The 
national income for any period consists of the money value of 
the goods and services becoming available for consumption 
during that period, reckoned at their current selling value, plus 
additions to capital . . . minus depreciation and obsolescence 
. . . and adding the net accretion of . . . stocks.” In other words, 
it represents the market value of new goods and services as they 
reach the fin al consumer, the whole of such market value be- 

p F 2 
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commg ineome in the hands of somebody, as wages, salaries, rent, 
interest, or the net profit remaining after these charges are paid. 
The income must therefore be equal to the total expenditure on 
such goods and services during the period in question because it 
is that expenditure which brings it into existence. In so far as 
the expenditure is in kind (e.g. some of the outlay on domestic 
service), an estimated item has to be added, but this does not 
affect the balance, since it must appear on both sides of the 
calculation. 

On the other hand, though national income cannot be greater, 
it may very well be less, than the total outlay during the given 
period. Such outlay includes payments to the Government 
(in the form of direct or indirect taxation or insurance contri- 
butions) which are not entirely payments for services, but may 
effect the extinction of debt, in which case they do not become 
income at all, or may represent the mere transfer of income from 
one set of persons to another — i.e. from the taxpayer to the 
pensioner, the recipient of national debt interest, or the recipient 
of insurance benefit. Heceipts of this kind are excluded from the 
national income as above defined, and a deduction in respect of 
them must be made from the outlay side of the calculation if a 
balance is to be effected. 

On one side of the calculation, then, will be the various items 
of expenditure enumerated by Mr. Feavearyear on p. 45 of the 
Ecoisroatro JoitrnaXi for March 1934, but excluding (1) his figure 
for “ saving,” except in so far as it represents expenditure on 
new values, and (2) taxation, direct and indirect, and rates, 
except in so far as these represent payments for services rendered 
by the Government or Local Authorities, or their agents, and so 
generate income. On the other side will be wages, salaries, profits, 
rent and interest, as compiled from the income tax and wage 
statistics. If the various estimates are sound (the margin of 
error must, of course, be considerable) the figures should be in 
approximate agreement. A considerable discrepancy means, 
not that some of the income is saved,” or that some of the 
expenditure has been made out of previous savings, but that 
some item is missing, or has been wrongly estimated, on one side 
or the other. 

We can now look again at the figures which were discussed 
in 1934. Mr. Feavearyear ’s total for outlay, including “saving,” 
direct and indirect taxation and employees’ insurance contri- 
butions, was £3,662 m. Mr. Clark’s total national income was 
£3,620 m., but this included an addition in respect of employers’ 
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rates and. social insurance charges to the amount actually assessed 
as income. 

It was clear that we must deduct from Mr . Feavearyear’s 
figure (a) that part of his “ saving ” which does not represent 
expenditure (£82 m.) and (6) that part of taxation which re- 
presents the transfer of income rather than payment for new 
values (Mr, Feavearyear himself proposed to deduct this amount, 
which he put at £567 m.). On the other hand, it appeared that we 
had to add the estimated expenditure in cash or kind on domestic 
service, which is excluded from his calculations hut included 
in Mr. Clark’s. This was put by Mr. Clark at £120 m. Even 
assuming, as Mr. Clark did, that Mr. Feavearyear’s total was 
£160 m. too low in respect of retail transactions, and reducing 
Mr. Clark’s total by the “ rates and social insxirance ” item, there 
still remained a discrepancy of over £100 m. between the two 
results. 

Certain figures have now become available which are accepted 
by Mr. Feavearyear and bring reconciliation much nearer. It 
appears that the addition in respect of under-estimate of retail 
transactions should have been not £160 m. but £200 m., while the 
expenditure on domestic service is now put at £1 50 m. In addition, 
certain items omitted on the expenditure side have to be added : 
£20 m. fees to Local Authorities for parks, street works, educa- 
tional facilities, etc,; £25 m. for private education; £25 m. for 
the services of hotels and restaurants other than cooking and 
serving food. With these additions and some other slight modi- 
fications which Mr. Clark has suggested after an examination 
of the new data, we reach the following figures for expenditure 
by final consumers : 


Corusmnption expenditure including indirect taxation and rates 
Direct taxation . . - 

Capital or investment expenditure ..... 
Insurance pa 3 nnents by employees ..... 


£3,477 m.i 
£406 m. 
£109 m. 
£42 m. 


£4,033 m. 


Mr. Clark now estimates the national income for 1932 (ex- 
cluding employers’ rates and social insurance) at £3,420 m. 
The difference, if the above arguments are sound, must represent 
that part of the national expenditure which does not generate 
income — i.e. taxation, rates and insurance contributions which 
become “ transfer ” incomes or are used to extinguish debt. 

1 About £270 m. more than Mr. Feavearyear’s corresponding figvire after 
domestic service was allowed for. 
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]VIr. Clark has calculated that of the £1,020 m. which consti- 
tuted the rev'enue of the State and Local Authorities for the year 
in question, £74 m. were added to sinking funds, £545 m. (as against 
ZMr, Feavearyear^s previous estimate of £567 m.) became transfer 
incomes, and the remaining £401 m. represented the value of services 
performed. £40 m. of this was, however, covered by Government 
revenue other than the current compulsory expenditure, so the 
amount of such expenditure which became income through 
payment for public services is £361 m. The amount to be deducted 
from the expenditure of the year in order to arrive at the income 
of the year is thus £980 — £361 m. or £619 m. Taking this from 
our total of £4,033 m. we arrive at a final relevant expenditure 
total of £3,414 m., a result so near to the estimated income total 
of £3,420 m. as to constitute a very useful confirmation of the 
calculations by which Mr. Clark has arrived at it. 

The figures can conveniently be set out as follows for com- 
parative purposes : 


National Outlay by Final 
Consumers, 1932. 

£ 

Ck>nsumptioii expenditure 
(including indirect taxa- 
tion included in tbe price 
of commodities, and rates) 3,477 m. 

Capital or investment ex- 
penditure , , . 109 m. 

Direct taxation . , 405 m. 

Insurance payments . . 42 m. 


4,033 m. 

Fart of above outlay wbicb 
became income - 

£ 

Consumption expenditure 
less indirect taxation and 
rates (£533 m.) . . 2,944 m. 

Capital expenditure . . 109 m. 

Money value of services ren- 
dered by public authorities 
in return for compulsory 
payments . . . 361 m. 


3,414 m. 


Disposal of Outlay. 

£ 

Salaries, wages, interest and 

profits .... 3,380 m. 

Grovemment income . . 40 m. 

Transfer incomes (pensions, 
i^urance benefits, na- 
tional debt interest) . 545 m. 

Payments to sinking funds 
from Grovemment and 
Local Authorities’ revenue 74 m. 


4,039 m. 


Income (in Mr. Clark’s sense). 


Salaries, etc. . . . 3,380 m. 

Government income . . 40 m. 


3,420 m- 


If is fippa/reut from this presentation of the matter that the 
savings of the period, in the sense of money not spent on any thing, 
have no place in the calculation. It is spending, and spending only, 
which creates the national income ; saving is only an unrealised 
potentiality of spending. Deliberate abstention from spending 
by some people ^results in others not having the means to spend. 
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and. there is no way of measuring the amount hy which the 
national income has been reduced hy such involuntary abstention. 

Myra Citrtis 


Otjtptdtt per Head rsr Great Bbitaik, 1924-33 

The publication of the Binal Report of the Census of Pro- 
duction enables us to make a statistical study of changes in out- 
put per head between 1924 and 1933. The study is divided into 
two sections ; the first a compilation of an index of output per 
head on the basis of the Census for the years 1924 and 1930, 
and then an attempt to compile an annual index of output per 
head for the years between 1924 and 1930, and 1930 to 1933. 

In the calculation of the 1924-30 Index of Production, the 
physical quantity method of production as contained in the 


formula 


V 




SFn.S 




has been used. On this basis a final ® index of production for 
all industry of 109-8 and for manufacturing industry alone of 
112-3 for 1930 (1924 = 100) arrived at. To obtain an index 
of output per head this index of production is related to an index 
of employment. The following table gives the result of such a 
calculation. 

Table I 


Output per Head in British Industry ^ 1930. 1924 = 100. 

(a) =» All Industry (Manufactuzins and lUOning). 

(b) = Manufacturing only. 


Pro- 
duction 1 
(Census), 

Employment ^ 
Operatives 
(Census). 

Output per 
BCead per 
Operative- 

AH 

Employed ^ 
(Census), 

Output per 
Employee 
(Census). 

Employed ^ 
(Ins. 
figs.).* 

Output per 
Employee 
(Ins. figs.). 

ia) (&) 

(a) 

<6> 

(a) (6) 

<a) <6) 

<o) (6) 

(a) (b) 

<«) C&) 

109*8 112*3 

96*0 

100*0 

114-4. 112-3 

96*6 100-4 

113*7 111*6 

96-1 100-6 

114-3 111-6 


^ Short time is to a certain extent taken into account in this figure, since the Census of Pro- 
duction returns are compiled as an average for a particular •week, and the Ministry of X^abour 
figures on a particular day in the month. 

» This figure has been compiled from the number insured and unemployed for Great Britain 
only. The number insured for Great Britain appears every year not in the Ministry of labour 
Gazette but in the Annual Beport of the Ministry of l 4 abour. 

Since one may justifiably presume that working below capacity 
and short-time working had increased in 1930 relatively to 1924, 

1 Qq = quantity in 1924. "Fq = net output in 1924. 

= „ in 1930. = „ in 1930, 

This formula is used not only in weighting the main industrial groups, but also for 
the dijBEerent sections and commodities wherever quantity statistics are available. 

® The indices for separate industries have heen compiled and are available to 
anyone interested. 
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one can deduce from this table that the lower margin of an index 
of output per operative in aU British Manufacturing and Mining 
Industry for the year 1930 was 114 (1924 == 100). This increase 
was to a small extent counterbalanced by an increase in the 
relative importance of the administrative and technical staff 
which was attached to industry, bringing down the output per 
wage-earner to about 113*5. 

How does this compare with results we would expect from the 
Board of Trade index of Production and the Ministry of Labour 
figures of Employment ? As we can see from the table given 
above, the Employment figures are almost the same according 
to the Insurance Statistics and the Census, so that any difference 
will be in the Production index. The Board of Trade index 
for 1930 (1924 = 100) is 106*3 and 103*3 for manufacturing and 
all industry respectively as compared with our index of 112*3 
and 109*8. This difference is partly due to the fact that not 
all industries covered by the Census are covered by the Board 
of Trade index. Another index has therefore been compiled on 
the basis of the Census returns which includes only those industries 
covered by the Board of Trade index. This gives a figure of 
104*6 ^ (All industries) and 107*0 ^ (Manufactxiring). Relating 
thig to an appropriate figure of employment we obtain an index 
of 115*7 and 112*6 of output per head for all industries and manu- 
facturing industries respectively. Eor production not covered 
by the Board of Trade index the figures of production and output 
per head are 119*1 and 110*4 respectively. This shows that 
although production included imder the Board of Trade index 
has been increasing less quickly than that not included, yet output 
per head has increased more in industries included than those 
not included. 

With the knowledge that the Board of Trade index does not 
fully represent changes in production throughout the whole of 
industry we can now attempt to compile a yearly index of output 
per head. The employment figures used are those compiled from 
the Statistics of the Ministry of Labour. Since, however, these 
statistics cover the whole of industry,® they must be adjusted 
to cover ordy the sphere of industry covered by the Board of 

1 The disparity between, these and the Board of Trade indices of 103-3 and 
106*3 is obviously to a great extent due to differences in methods of weighting. 
The Board of Trade index is weighted according to 1924 net outputs. This 
method over-weights the indtostries which declined between 1924 and 1930 and 
under-weights those which expanded, giving a final figure which is too low. Our 
index, however, taJces into account net output both in 1924 and 1930. 

“ With a few exceptions. 
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Trade index. IVIr. Colin Clark in h i s estimate of yearly changes 
in output per head ^ excluded building, the distributive trades, 
ba nking , commerce and transport, and then used the resulting 
employment figure to compile an index of output per head. 
This method is unsatisfactory, for, as we have seen, the industries 
and sections of industries not covered by the Board of Trade 
index have increased their production more rapidly than those 
included. In our index, therefore, we have excluded aU sections 
from the employment index which are not definitely covered 
by the Board of Trade index.® As a basis of comparison with 
this, Mr. Clark’s estimate is given and also our estimate on Mr. 
Clark’s basis of estimation. 


Tabue II 

jinnual Index of Output per Head. 1924 = 100. 



\ 

I. 

Employment Ijadex in- 
cludes only tliose sections 
covered by Board of 
Trade Index • 

II. 

Employment Index ex- 
cludes Building, Banking 
and Commerce, Transport 
and Distribution. 

III. 

Clark’s 

Estimate. 

(o) 

Manu- 
facturing 
and Mining, 

(6) 

Manu- 

facturing, 

{a) 

Manu- 
facturing 
and Mining, 

(6) ' 

Manu- 

facturing, 

Manu- 
facturing 
and Mining, 

1924 


100-0 

100-0 


100-0 

1927 


107-3 

106-7 

105-7 

106-4 

1928 


106-4 

106-2 


106-4 

1929 

115-1 

111-7 

111-0 

109-4 

110-0 

1930 

116-7 

113-4 

110-5 

108-8 


1931 

117-1 

113-5 

108-7 

106-5 


1932 

117-5 

112-6 

109-1 

106-5 


1933 

120-2 

115-4 

111-3 

109-1 



The difference between I and II confirms what we found 
earlier; that production outside the Board of Trade index has 
been increasing more than that included, so that any index of 
output per head which does not rigidly exclude from the Em- 
ployment index all sections not covered by the Production 
index will give an index much too low. The error is one which 
increases yearly, because it is not just an accidental difference 
in one particular year, but an ever-widening difference. 

1 Ecobtomio JoxJitisrAi., September 1931, p. 367. 

® For example, in tbe case of tbe Iron and Steel indxistry tbe Production index 
covers only Pig Iron, Iron and Steel Smelting, Tin Plates and "Wire, •wbereas tbe 
Ministry of Xiabonr figures cover the further catego3dles of Iron and Steel Tubes, 
ELeating and 'Ventilating, Stove, Grate and Pipe; and General Iron-F o undin g. 
These are excluded in the Employment index of Table I. 
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Finally, to siun up our findings, we may conclude that output 
per head in aU manufacturing industry increased by at least 
14 per cent, between 1924 and 1930, that this estimate is likely 
to be too low, since there is likely to have been more working 
below capacity in 1930 than in 1924 ; that in the sphere of pro- 
duction covered by the Board of Trade index output per head 
increased between 1924 and 1930 by about 17 per cent., 
between 1930 and 1933 by at least another 3 per cent, (of 1924). 

It will be noticed that these estimates, even though they are 
likely to be too low, are considerably higher than the general 
figures which are usually given in connection with discussion of 
the relation between the height of wages and changes in labour 
costs, and the changes in the technical efficiency of British 
iudustry relatively to changes in other countries. In the light 
of these figures many statements on these two subjects would 
have to be revised. 

_ . „ Ely Devons 

Econcy)imc Research Secticm, 

Victoria University of Manchester 


A Eunoamental Objection to Laissez-Faire 

The presumption in favour of laissez-faire arises from the view 
that a given total of productive resources will yield under free 
conditions the maximum of social benefit, measured by the 
aggr^ated utilities to consumers of the commodities produced. 
There are serious objections to the notion of aggregating utilities 
and to the notion of utility itself, but a very serious, though very 
simple, objection to the presumption in favour of laissez-faire 
arises after the notion of utility has been accepted. 

To rule out the well-known exceptions, let us consider an 
economic system in which each market is perfect, in which there 
is free mobility of resources, and no “ external diseconomies ” 
such as the smoke nuisance. In such a system, if price is every- 
where equal to marginal cost, the optimum amoimt of each com- 
modity is produced. Price is taken to measure marginal utility, 
and where marginal utility and marginal cost are equal, satisfaction 
is at a maximum. But the marginal principle only serves to 
show how much of each given commodity should be produced. 
It cannot throw light upon the question of what commodities 
should be produced. In order to decide whether a certain com- 
modity ought to be produced at all it is necessary to know whether 
its total utmty exceeds its total cost. This condition must be 
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satisfied by all those commodities which are in fact produced. 
Their average cost cannot be greater than their price, which 
measures their marginal utility, and a fortiori carmot be greater 
than their average utility. And the case in favour of laissez- 
faire rests upon the assumption that all commodities which it is 
profitable to produce will be produced. But this condition, though 
nexiessary for the maxi mis ation of aggregate utility, is not sufficient. 
There are a large number of commodities which it is not in fact 
profitable to produce, of which the average utility would exceed 
the average cost. 

The choice of what commodities to produce should be made, 
not by applying the criterion of marginal utility (price), which 
only serves to regulate the ideal amounts of output, but by 
applying the criterion of total utility. An all-wise dictator, to 
whom every utility function was known, could increase the social 
benefit derived from given resources by revising the constitution 
of the set of co mm odities produced under perfectly laissez-faire 
conditions. 

The contention that laissez-faire fails to maximise total utility, 
by failing to provide the ideal selection of commodities, is by no 
means new. It is implicit in the admission of a well-known 
exception to the presumption in favour of laissez-faire. It has 
always been held that in certain conditions a commodity which 
could not be produced by a monopolist charging a single price, 
will be produced, to the social benefit, if a sufficient degree of 
discrimination happens to be possible. A doctor in a sparsely 
populated district could not practise imless he were able to 
charge high fees to his richer patients and low fees to his poorer 
patients. If he were compelled to work at a flat rate, and were 
therefore obliged to give up his practice, there would clearly be a 
social loss. The well-known argument runs thus : Even when 
discrimination obtains, the receipts of a monopolist cannot at 
greatest exceed the total of utility due to his product. If his 
total costs are not greater than his total receipts it is desirable 
that his commodity should be produced. Eor if he were to with- 
draw from business, the factors of production released from his 
product would be added at the margin to all other commodities, 
so that the total of additional utility from other commodities 
could not exceed the loss of utility from the commodity which 
had disappeared. This familiar case is an illustration of the 
presumption that (unless perfect discrimination is ever3rwhere 
possible) laissez-faire will fail to provide the ideal selection of 
commodities . 
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Tte objection may be raised tbat this criticism upon a laissez- 
faire system is not after all of much importance, since it applies 
only to cases in which average costs are falling. A commodity 
which it is not profitable to sell at a single price, but which it is in 
the interests of society to produce, must be such that its average 
cost curve everywhere lies above its marginal utility curve, but 
somewhere lies below its average utility curve. On the assump- 
tion that the average utility of commodities always falls as the 
amount consumed increases, this condition can be fulfilled only 
if average costs are also falling. It follows that for no commodity 
of which average costs are constant or rising for all outputs will 
production fail to be profitable if it is socially desirable to produce 
it at all. But every commodity must have falling average costs 
for small outputs. There must therefore be a large number of 
non-existent commodities which would be introduced under an 
ideal distribution of social resources, and it does not follow, because 
the ideal output of each would be small, that in the aggregate they 
would be unimportant. The service of a doctor is only one 
example of innumerable commodities which, in an ideal economy, 
would be introduced, each to a small extent, wherever population 
is sparse, or incomes, tastes and habits are diversified. The fact 
that the new commodities must necessarily each be produced 
under conditions of monopoly would merely create &esh examples 
of an already well-known class of cases in which interference with 
laissez-faire is necessary to produce ideal conditions. 

This discussion is conducted without prejudice to the question 
whether maximum social utility is a legitimate conception. 

Joan Robinson 


Ofpic!Ial Papers 

Meport of the United Kingdom Sugar Inquiry Committee 1935. 

(H.M. Stationery Office. Pp. 123. 25.) 

British Sugar Beet — Ten Yeara^ Br ogress under the Subsidy. By 
A. Bridges and R. N. Bixey. (Oxford University Agricultural 
Economics Research Institute, 1934. Pp. 92. 2s. 6d.) 

These two publications are complementary, and in no sense 
competitive, and together they provide a body of material con- 
cerning the British Sugar-beet Industry which is probably as 
complete as can at present be compiled. The latter was published 
towards the end of 1934, and was thus available to the Oreene 
Committee towards the end of its labours, while both the authors 
presented memoranda to that Committee and were orally 
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exa n i i i ie d.. !N early half the pages of their little hook are occupied, 
by a detailed compilation of the costs and returns of growing 
sugar beet from 1924 to 1932, and it is here especially that they 
supplement the Greene Committee’s Report, which "reproduces 
and accepts their final summary figures, but gives little or none 
of the detail — detail which must be invaluable for intelligent 
farmers and agricultural economists, but which is not directly 
relevant or necessary for the Greene Committee’s main purposes, 
and is therefore legitimately omitted. jMessrs. Bridges and Bixey, 
however, have a section on “ The Effect of Sugar-beet on Farming ” 
which is well worth the attention of the more numerous bodv 
who should read both the reports of the Greene Committee ; 
for on this aspect of the whole problem there is some difference 
of opinion and emphasis between the majority and minority 
reports. In particular, in discussing the additional agricultural 
employment created by the sugar-beet industry, in neither 
report is the point sufficiently emphasised that such employment 
has only served to reduce the decline in agricultural employment, 
which would otherwise have been stiU greater than it has been, 
but has not created a positive increase in the numbers employed. 

It is inevitable that the Greene Committee’s Report should 
rather eclipse the earlier and more limited investigations of the 
Oxford Agricultural Economics Research Institute, but how 
thankful the Greene Committee must have been to be able to 
enter into the results of their laboms, though the Committee 
rightly feel the need for a still greater knowledge about the 
supply curve of the crop. Turning now to the Greene Committee’s 
Report, the reviewer is faced with no easy task. To sum- 
marise the findings as to facts is almost impossible, for the relevant 
facts range not only over the agricultural and the manufacturing 
sides of the English sugar-beet industry and the English refining 
industry, but inevitably also over the whole of English agriculture 
and the world sugar situation. To attempt to compare the argu- 
ments of the Majority Report with the counter-arguments of the 
Minority Report seems futile unless the reader is familiar with the 
mass of facts on which these arguments are based. The most useful 
service which a reviewer can do seems to me to be to offer certain 
general reflections on the reports and the situation created thereby. 

In the first place, these Reports are undoubtedly genuine, 
in the sense that the authors clearly approached the subject 
with the least possible conscious bias : this inquiry has been 
no “ put-up job ” by a Government, or Government depart- 
ments, already determined on a change of policy. There is a 
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real attempt to get at the facts and all the facts, and look them 
squarely in the face : the only criticism on this score is that the 
Committee might have paid more attention to the world sugar 
situation, and in particular to tke costs and conditions of supply 
in the exporting countries. They probably felt that to attempt 
to secure such information was beyond their scope and powers, 
and that the results would inevitably be too indefinite to affect 
their main conclusions, but it is rather disturbing to find so little 
information as to the normal long-period costs of cane-sugar 
production in Java, Peru, San Domingo or Cuba, and what 
there is, so contradictory. Again, there is, especially in the 
Minority Report, more than a hint of failure to realise that the 
“ grossly inferior labour conditions ” in these countries are to 
a large extent the direct result of the policies of this and other 
consuming countries. But on the whole the report is a sincere 
and able attempt to grapple with a most difficult problem, and 
as such it is worth the close attention of every economist and 
every taxpayer. 

Secondly, it is clear that though considerable technical pro- 
gress has been achieved during the last ten years, the British 
industry cannot maintain its present position without a substantial 
long-period subsidy, and the fundamental justification for the 
continuance of the subsidy is as a measure of relief and support 
for British agriculture : other arguments are admitted by the 
Majority Report, and still others are pressed in the Minority 
Report, but all three members of the Committee would, I think, 
admit that this is the crux of the problem. The Majority Report 
takes its stand on the belief that the subsidy is “ extravagant, 
haphazard and inequitable ” : extravagant because the farmer 
does not receive the whole of it; haphazard because it goes 
mainly to those farmers who happen to farm near the spot where 
a sugar factory happens to have been established; inequitable 
because it helps largely one kind of farming, arable, when other 
kinds are almost equally in need of help. But the Minority 
Report makes some shrewd observations in reply, and the un- 
biassed reader may well feel that the arraignment of the Majority 
Report is not as well founded as it might be, especially as it 
clearly envisages that some other very substantial measure of 
relief should be given, and therefore its criticism is not against 
subsidies to British agricultixre in general, but against this 
particular subsidy. Thus the issue really has to be judged 
on less specific grounds, and consequently much depends on the 
general economic attitude of mind and economic outlook of the 



1935 ] 


OFFICIAL PAPEES 


585 


Judges. Arguments which seem conclusive to IVIr. Lloyd leave 
his colleagues cold, and so it will he with the readers of their 
reports. Given knowledge of a man’s general attitude towards 
our economic affairs at the present time, one might forecast 
fairly accurately whether he will, after reading, support the maj ority 
or the minority of the Greene Committee, even though he had no 
previous conclusions on the matter. 

Thirdly, there is another aspect of the whole matter which 
receives hut little consideration even in the Majority Report. 
The case against the subsidy ought not to he argued solely in 
terms of specific advantages or disadvantages to Great Britain : 
there is also the general world and international point of view. 
If the Committee had devoted more attention to the world 
situation, they would have brought into much clearer relief the 
insane character of the arrangements which the world as a whole 
has built up for its sugar supplies, how it has deliberately pre- 
ferred “ to grow grapes in Scotland,” and how cruelly and effec- 
tively the countries of cheapest production have been ruined. 
The arguments that Great Britain is not more insane than other 
countries, or that whatever is done about the British sugar-beet 
industry will not make much difference to the world situation, 
are not really true, and are certainly most dangerous. In this 
matter of its sugar-beet industry. Great Britain has a chance to 
strike a real blow at the whole principle of economic nationalism, 
and in particular to give the world a lead in reorganising its 
sugar supplies on lines which are dictated not merely by the 
doctrinaire-economist, but by sheer every-day common-sense. 
The neglect of this aspect of the whole business is the greatest 
weakness in the Greene Committee’s report : even they have 
largely failed to realise that they are the inmates of an asylum, 
and that their most pressing duty was to realise this, and to 
make the British Government and the British public realise it 
also. 

There will, of course, be some hard fighting as the result of 
this Report. The position of the refining industry is discussed 
with studied care and fairness, but, even so, the reader will feel 
that action of some sort is urgently required. The Majority 
Report has obviously no tender feelings towards the factory 
companies, but if the Committee’s scheme of amalgamation 
and public control is put into operation, the shareholders may 
still feel that, with a final real effort at bargaining, they may 
yet have made a satisfactory investment. The case which the 
Committee make out for the necessity of a very complex scheme 
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of control, in the event of a decision to maintain the industry, 
is fairly convincing, but they themselves use as an argument 
against such a decision the very great difficulties of working 
their scheme. For the Government two things seem certain : 
to carry on the subsidy will be to encounter new and more formid- 
able difficulties of administration at every turn; to turn back 
will be nearly, if not quite, as difficult. Meantime the Chad- 
boume restriction scheme awaits renewal this year. If it is 
not renewed, the situation may well undergo yet another trans- 
formation; while if Great Britain abandoned the beet industry, 
the new Chadboume agreement might be very different. • And 
we thus return to the old moral, that what the world does matters 
vitally to us in Great Britain, and what we do, matters vitally 
to the world. 

J. W. F. Rowe 


A. Scheme for an Economic Census of India, with special ref erence 
to a Census of Production and Re-organisation of Statistics. 
Report by Br. A. L. Boweey, Sc.B., Professor of Statistics, 
XJniversity of London, and Mr. L). BC. Robeetsoh, Lecturer 
in Economics, University of Cambridge, to the Government 
of India. New Delhi : Printed by the MEanager, Government 
of India Press : 1934. 

Peopessoe Bowlev and Mj. Robertson were invited in the 
autumn of 1933 to report to the Government of India regarding 
the institution of a Census of Production, the improvement of 
statistics generally, and the organisation of a statistical depart- 
ment. Professor Thomas of Madras, IVEr. Ghosh of Bombay, and 
Mr. Fazal of the Punjab Board of Economic Inquiry were at 
the same time asked to co-operate with them. Their Report 
recommends a thorough overhaul of the whole system of statistics 
in India. “ Though in some branches careful work is being done, 
and determined efforts made to improve the accuracy and scope 
of information, in others they are unnecessarily diffuse, gravely 
inexact, incomplete or misleading ; while in many important 
fields general information is almost completely absent.** Apart 
from the familiar deficiencies of the vital statistics, they draw 
attention, to quote but one instance, to the more easily remediable 
inaccuracies of the agricultural figures. While the area sown is 
in most areas fairly closely known, the actual crop is estimated 
guessing the percentage (in annas) that a given crop represents 
of a hypothetical standard crop. There are large errors possible 
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(and probably in some degree unavoidable) in making the estimates. 
But they are unnecessarily enhanced by further uncertainties 
with regard to the standard crop. 'W'Tien new seeds are employed 
the standard itself is, consciously or unconsciously, raised, and 
the increased yield often does not find its way into the statistics. 
No systematic method of averaging the individual estimates is 
employed when combining those for smaller areas to form the 
estimate for a district. 

There are other surprising omissions. The census of popula- 
tion has not hitherto distinguished between those following a 
given occupation in rural and in urban areas, so that “ we cannot 
tell, for example, how many of the 3,174,000 persons occupied in 
* cotton spinning, sizing, and weaving ’ are in the towns and 
country separately.” Employers, moreover, are included with 
employed. Thus it becomes impossible to discover the first thing 
that one wishes to know regarding the Indian economic system : 
the amount of work of a non-agricultural kind carried on in the 
villages, and its growth or decline from decade to decade. 

The Committee make various suggestions also for the improve- 
ment or the creation of index numbers of w'holesale and retail 
prices, of wages and profits, and for the reorganisation of trade 
and banking statistics. Their main task, however, was to report 
regarding the possibilities of instituting a census of production. 
They have suggested a scheme which would make it possible to 
estimate the national income with sufficient accuracy for the 
purposes for which the knowledge might be required. In brief, 
their scheme consists of a rural survey conducted by the method 
of sampling, taking some two or three hundred villages (according 
to its size) in each province, and making intensive local surveys 
of each of these villages. It is assumed that an investigator 
will be resident in each sample village for a period of twelve 
months, and will record, inter alia, the whole of the products of 
his village in kind, and then attempt to value the kind at village 
prices, or, if sold outside, at market prices less transport cost. 
The rural survey would be supplemented by urban surveys. 
It is suggested that thirty or forty of the larger towns (there are 
only 280 with over 20,000 inhabitants) should be surveyed ; 
that a start be made with surveys of university cities where the 
staff of an economics department can assist, and that a sample 
of further towns of difierent sizes be added at a later stage. By 
such means it is hoped that reasonably accurate information 
can be secured without prohibitive cost. The goodness of the 
sample can, of course, be tested to some extent by a comparison 
No. 179. — ^VOL. XLV. Q Q 
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of inferences from the sample with already existing statistical 
data, as has been done for illustrative purposes in the Report. 

To organise this, and other statistical work, and to interpret 
the results, some sort of staff would be necessary. The Report 
recommends the abolition of the title of Director-Goneral of 
Commercial Intelligence and Statistics, and the establishment of 
a permanent Economic Staff, attached to the Economic Com- 
mittee of the Governor-General’s Executive Council. The staff 
would consist of four members. The senior would act as secretary 
of the Committee. He would be assisted by two Economic 
Intelligence Officers and a Director of Statistics. It is suggested 
that the last-mentioned should be responsible not only for the 
co-ordination of all statistics and the conduct of the census of 
production, but also for that of population, and that the Census 
Staff in future be kept intact instead of being improvised at 
comparatively short notice for each occasion. By this means 
it is suggested that experience may be better utilised, and thought 
given in the light of one census to the improvement of the next. 
But it would be regrettable if this should mean that the brilliant 
and intimate interpretation of official statistics, which has been 
such a feature of past censuses where the officials have been 
men who knew the India of the plains, would be lost in the 
achievement of perfection of tabulation by another permanent 
resident in Simla and Delhi. 

It is perhaps a pity that the authors of the Report have 
allowed the fundamentals of the problem, the urgency of know- 
ledge, the extent of present ignorance, and the broad lines on 
which it could be remedied, to be overlaid by the minutiae of 
technical details of advice regarding the compilation of hypo- 
thetical data by hypothetical statisticians. Nor is the obscurity 
diminished by a curious inversion of the logical sequence of ideas 
whereby one is invited, following the order of the terms of 
reference, to start by discussing the staff required to organise 
statistics, which one next proceeds to consider, but which are 
required in their turn for purposes which only emerge in the last 
chapter. The inevitable result is that any except a most deter- 
mined reader will have begun to skip long before he reaches the 
essentials, and may easily pass them by. The Committee have 
surely scaled the highest pinnacle of academic pedantry by 
appending a wholly irrelevant footnote to the last word of their 
peroration. 

But these unimportant blemishes afford a hardly sufficient 
explanation of the treatment that the Report has in fact received. 
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Ihiring the period of its preparation a Finance 3Iember “ whose 
precise economic view ” (to quote ilr. James, one of the repre- 
sentatives of Europeans in ^Madras) “ always remained, after 
some of his most mellifluous speeches, in doubt,” was succeeded 
by a Finance Member concerning whose opinions there has never 
been the faintest ambiguity. “ He is an unrepentant free-trader, 
and it is crystal clear that he is a disciple of Eord Snowden.” 
In a debate on the Report, after Mr. James and others had urged 
the acceptance of some change in the organisation of Govern- 
ment to meet modem economic needs, the present Finance 
Member described the suggested additions to the secretariat as a 
“ brain trust on a small scale,” and quoting the now somewhat 
threadbare gibe regarding economists and opinions, laughed the 
proposals out of serious politics. He did, nevertheless, suggest 
for consideration the creation of a post of Economic Adviser to 
the Government of India, analogous to that held by Sir Frederick 
Eeith-Ross in this country. 

But even the extremest advocates of laissez-faire have never 
believed in ignorance as a necessary condition of wisdom. Indeed, 
to no class is this country so deeply indebted for its system 
of public statistics as to the academic liberals of a generation 
ago. Whatever may be the attitude of the Government of India 
to the question of the desirability of a digestive or advisory staff 
to facilitate the work of its already existing Economic Committee, 
it is much to be hoped that the Government will bend its atten- 
tion to the more urgent problem of securing that information 
exists whereby the moral and material progress of India may 
be effectively measured, and policy, whether it be public or 
private, determined. 

Atjstut RoBiisrsoisr 

Sidney Sussex College^ 

Cambridge. 


Special Committee on Price Spreads and Mass Buying (House of 
Commons, Session 1934) : Proceedings and Evidence. 
(Revised and edited.) (Ottawa : King’s Printer. 1934. 
2 volumes. Pp. 1435 and 1420. $2.00.) 

Royal Commission on Price Spreads : Minutes of Proceedings and 
Evidence. (Unrevised.) (Ottawa: King’s Printer. 1934-5. 
65 daily numbers, pp. 5422.) 
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Royal Conhinission on Price Spreads : Index to Minutes of Pro- 
ceedings and Evidence. (This is a joint index to the evidence 
of the Committee and the Commission.) (Ottawa : King’s 
Printer. 1935. Pp. 130. 25 c.) 

Report of the Royal Commission on Price Spreads. (Ottawa : 
King’s Printer. 1935. Pp. 506. $1.00.) 

IVIe. H. H. Stevens, then Minister of Trade and Commerce, 
speaking on January 15, 1934,^^ denounced certain xmethical 
business practices and abuses of economic power which he alleged 
to be developing to a degree which called for government inter- 
vention. Huge department stores and chain store organisations, 
mass buyers, were destroying the small independent retailers and 
exploiting the small manxxfac timers. Huge meat-packing estab- 
lishments, mass buyers of beef, were unnecessarily depressing 
the price of beef. Great milling companies were establishing 
chains of bakeries and crushing their independent competitors. 
Sweat shops in the clothing industry were demoralising legitimate 
business which attempted to maintain decent labour standards. 
This speech raised cries of protest from the department stores, 
meat-packers and others, but it also let loose a flood of complaints 
from those injured in the competitive struggle. So great was the 
interest aroused that on February 2 the House of Commons passed 
a resolution ca l li ng for the appointment of a Select Special Com- 
mittee “ to investigate the causes of the large spread between the 
prices received for commodities by the producer thereof, and the 
price paid by the consumers therefor ; and the system of dis- 
tribution in Canada of farm and other natural products, as well 
as manufactured products.” 

The Select Committee on Price Spreads and Mass Buying, 
with Mr. Stevens as chairman, held sixty sessions between 
February 22 and June 22, 1934. The members reassembled as 
a Koyal Commission on October 30 ; but in the meantime Mr. 
Stevens had resigned from the Cabinet and from the chairman- 
ship of the Commission as a result of an unfortrmate quarrel 
with the Prime M i nis ter over the publication of a pamphlet by 
Mr. Stevens (intended for private circulation only, but owing to 
an error widely distributed) dealing with the abuses of modem 
business laid bare by the investigation. The Boyal Commission 
held sixty-five sessions, the last on February 1, 1935. During 
the sessions of the Committee and the Commission 270 witnesses 
were heard; the verbatim evidence, amounting to 8277 pages, 

^ Speech reported in Toronto Mail and Empire, February 16, 1934. 
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is published together -with an index; there were also filed 440 
exhibits, a list of which is printed as an annex to the Report. 
The Co mm ission retained the services of two counsel, and emploj^ed 
accountants to make elaborate examinations of the books of the 
department and chain stores. A word about the political situa- 
tion must be added to this short description of the course of the 
inquiry ; it was conducted by eleven members of the House of 
Commons, conservative and liberal, each of whom must have 
had constantly in min d the effect of the inquiry on the fortunes 
of his party in the impending general election ; further, the inquiry 
was initiated and directed by an enthusiastic crusader, !Mr. Stevens, 
who was a possible candidate for the leadership of the conservative 
party in succession to IMr. Bennett. The auspices were not 
favourable for intelligent economic inquiry. 

The minutes of evidence contain a great quantity of material 
on many phases of Canadian economic life ; but just how valuable 
the material will prove can scarcely be deteirmined tmtil one comes 
to use it. It will require great patience, for there is much that is 
useless, and much that is inconclusive and incomplete. There is 
too much opinion, and the facts were obtained by questioning 
on the part of exa m i n ers who were anxious to substantiate 
opinions. What these opinions were can be judged from Mr. 
Stevens’ speech in Toronto, and from the terms of reference of 
the Committee, but one may note : (a) that the fall in prices in 
the home market is treated as the result of unfair competition 
(one can read the whole of the evidence of the Select Committee 
without finding any reference, except in a few questions by Mr. 
Young which obviously annoyed the rest of the Commission, to 
the existence of a depression or to the reduction of Canadian 
incomes consequent on the fall of the world prices of her exports) ; 
(6) that any competition is treated as unfair which leads to the 
destruction of small firms. It is hardly too much to say that the 
inquiry had all the characteristics of a “ witch himt,” and that 
the proceedings are most valuable as evidence of the attitude of 
the public towards economic affairs. But in spite of these reserva- 
tions it is certain that Canadian economists cannot ignore this 
source of material and will probably find much of it valuable. 
They will be grateful to the compiler of the index. 

In spite of the unfavourable auspices, the Report of the Royal 
Commission on Price Spreads is a valuable document containing 
much sound economic analysis. It is not, however, quite con- 
sistent; sound economics jostle with the prejudices with which 
the Commissioners started. The general economic principles 
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involved in the inqxiirj^ are stated in chapter two, hut the three 
liberal Commissioners who signed a memorandum of reservations 
recognised that the report failed to follow logically the state- 
ments and implications contained ” in that chapter. The chapter 
in question first discusses the economics of monopolistic com- 
petition and the possible development under such conditions of 
unfair competition, discrimination and exploitation. The second 
part of the chapter deals with the dependence of the Canadian 
domestic price level on the incomes of the export groups, and 
stresses the need for flexibility in view of the high variability of 
these incomes. The development of monopolistic competition 
has made for rigidity ; it is hard to beKeve, as the Commissioners 
seem to, that nearly perfect competition can be restored by strict 
enforcement of the Combines Investigation Act, but it is also 
hard to believe that the regulation of business contemplated by 
the Commissioners can do anyt hing but increase this rigidity. 
Socisil control to promote flexibility is theoretically possible,^ but 
it is highly improbable in the present state of public opinion. 
Chapter three is an admirable study on “ concentration and the 
corporate system of business,’* an important part of which is 
unfortunately relegated to Annex III. The influence of Messrs, 
Berle and Means ® can be detected. Chapter four deals in turn 
with each of the industries which were investigated ; chapter 
five discusses the problems of “ labour and wages,” in general and 
with particular reference to each of the industries ; chapter six is 
concerned with the primary producers in relation to these indus- 
tries, the live-stock producer, the tobacco-grower, the fisherman, 
etc. Chapter seven contains a detailed study of the retail trade 
in Canada during the painful process of concentration. Chapter 
eight is concerned with the protection of the consumer, and chapter 
nine deals with the general problem of state control of business. 

The recommendations of the Royal Commission are sum- 
marised in a preface to the report. They are very numerous 
and varied, and only a few of the more important ones can be 
mentioned here. (1) Amendments to the Dominion Companies 
Act, some of which have since been presented to Parliament in 
Bill 85. (2) A large number of recommendations on the subject 

of labour legislation, the most important being “ national regula- 
tion of employment conditions preferably by Dominion legis- 

^ See K. * Taylor, JSconomic Zmplic<ztio7i€ of the JPrice Spreads Report, to be 
published, in. tbe Canadian J’ov/rnal of Economics and Rolitical Science^ Auerust 
1935. 

^ 3erle and G-. C. Means, The 2^odern Corporation and Rrivate Rrojoerty* 

New York, 1932. 
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lation, if feasible, or alternatively by inter-provincial co-opera- 
tion ” ; some minor recommendations have been embodied in 
Bills presented at the present session of Parliament, e.g. Bill 71, 
intended to extend the scope of the Industrial Disputes Investi- 
gation Act ; Bill 73, which amends the Criminal Code, making 
it an indictable offence to employ a person at less than the 
minimum wage rate fixed by law, to employ a person to work 
beyond the maximum hours fixed by law, or to falsify any em- 
ployment record required to be kept by law, and Bill 75 respecting 
“ fair wages and hours of labour in relation to public works and 
contracts.” (3) Establishment of a Live Stock Board and a 
Eisheries Control Board ; nothing has been done to implement 
this recommendation, but a minor revision of the Live Stock 
and Live Stock Products Act has been presented as Bill 72. 

(4) Extension of the functions of the National Research Council 
to include the preparation of consumer standards and the testing 
of consumer products; this is provided for by Bill 86, “ An Act 
to establish a Dominion Trade and Industry Commission.” 

(5) Amendment of the Weights and Measures Act, provided for 

by Bill 70. (6) Amendment of the Criminal Code to strengthen 

the law against misleading advertisement, provided for in Bill 73. 
(7) The establishment of a Eederal Trade and Industry Commis- 
sion to administer a revised Combines Investigation Act, to 
regulate monopolies when competition caimot, or should not, be 
enforced, to prohibit unfair competitive practices, etc. Bill 86 
creates such a Board, but its members are to be the members of 
the already hard- worked Tariff Board. Bill 79 provides for the 
amendment of the Combines Investigation Act. Bill 73, amend- 
ing the Criminal Code, introduces clauses relating to discrimination 
and unfair competition. It is uxmecessary to compare in detail 
the recommendations of the Commission vsdth the Bills presented 
by the government, and amended by Parliament; it is enough 
to say that the government programme does not satisfy Mr. 
Stevens. One may add that the power of the Dominion govern- 
ment to enact most of the legislation advised by the Co mmis sion 
and some of that presented to Parliament is seriously in doubt. 
Such are the added difficulties of social control in a federal 
state. 

Einally, one should draw attention to the able Minority Report 
of Mr. E. J. Young (pp. 288-307). Mr. Young is right in stressing 
the need for remedying the disparity between the prices of primary 
and secondary products. One can sympathise with his rejection 
of social control, administered in the spirit of price maintenance. 
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but one cannot feel too optimistic about the effects of laissez-faire 
and one may dream of intelligent control. 

V. W. Bladbk 

The University of Toronto. 


The Baijck For IisrTERi^rATioisrAX. Settlemehts 
Fifth Annual Report (1934—5), {Basle, 1935) 

This Annual Report has now established itself as the out- 
standing authority on the principal statistics relating to gold 
and currency. The issue for 1935 maintains the excellence of 
its predecessors and supplies much information of first-rate 
importance which is not easily available elsewhere. Some of 
the matters dealt with can be usefully summarised as follows. 

The various countries of the world are classified by reference 
to their relationship to gold and sterling respectively- Only 
France has fully maintained the free delivery of gold to all comers 
at a fixed parity. But in addition to the other countries admitted 
by the B.I.S. as members of the gold block — namely, Holland, 
Italy, Boland and Switzerland — there are also the following 
countries where the most representative exchange quotation is 
kept directly or indirectly in a stable relation to gold — ^namely, 
Albania, Belgium, Bulgaria, Cuba, Czecho-Slovakia, Danzig, 
Germany, Greece, Iran, Latvia, Lithuania, Mexico, Roumania, 
Spain, Turkey, U.S.A., Uruguay and Jugo-Slavia. The members 
of the sterling block are reckoned as including the following : 
Argentine, Australia, Bolivia, Brazil, Colombia, Denmark, Egypt, 
Esthonia, Finland, Gt. Britain, India, Irish Free State, Japan, 
Norway, New Zealand, Paraguay, Portugal, Siam, Straits Settle- 
ments, Sweden, Union of South Africa and the British Crown 
Colonies. There are three silver territories, China, Hong Hong and 
Manchukuo. The above three groups comprise the whole world 
except Canada, which is linked rigidly neither to gold nor sterling, 
Hungary with a theoretical gold currency but actually trading 
under clearing arrangements at depreciated rates, and certain 
South American countries difficult to classify. This classification 
gives a picture of much less chaos than is ordinarily supposed 
to exist. So long as the de facto fluctuations of gold in relation 
to sterling are moderate, no one can complain that the world’s 
exchanges are wild and unpredictable. Indeed, it should be 
obvious that the world’s troubles are due to other causes than the 
fluctuation of the exchanges. 
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The supply of new gold from the mines has reached a new 
record figure, and is now approaching 50 per cent, greater than in 
1929 and the preceding years — ^namely, 2904 million Swiss francs 
in 1934, as compared with 2098 million in 1929. The most 
striking feature is the great upward bound in Kussian production, 
which is now five times as great as in 1927, and has brought Russia 
to the second place among the gold-producing countries, Russian 
gold exports delivered in Berlin during the past four years are 
valued at nearly 1000 million Swiss francs, or about £66 million. 
This has played an essential part in reducing the short-term 
foreign indebtedness of the U.S.S.R., which had risen to 3750 
million Swiss francs at the end of 1931, to the almost negligible 
amount at which it now stands. The emergence of the XJ.S.S.R. 
into the position of conducting its foreign trade on a cash basis 
has been one of the most striking developments of the last four 
years. 

The net exports of hoarded gold from Asia in 1934 were at 
almost exactly the same figure as in 1933 — ^namely, 875 million 
Swiss francs — bringing the total amount dishoarded in the four 
years 1931—4 to the prodigious total of 3437 million Swiss francs. 
Since the amount of old gold surrendered by the public in the rest 
of the world was probably sufficient to meet the industrial require- 
ments, the whole of the newly mined gold and the exports from 
the East — ^namely, 3779 million Swiss francs — ^was available for 
currency purposes and new hoards. 

In its estimates of new hoards the Report is more guarded 
than last year, and suggests that its previous figures may not have 
made enough allowance for changes in the holdings of the British 
Exchange Equalisation Account. The mystery maintained con- 
cerning this account, which seems unnecessary, unfortunately 
makes hay of the gold and currency statistics of the whole 
world. It is clear, however, that there can have been no addition 
to private hoards in 1934 imless the releases from the stocks of 
the British Equalisation Account were very large indeed. Eor 
the published gains in the gold reserves of banks of issue and 
Governments amounted to 4950 million Swiss francs, which was 
1171 millions in excess of the new gold from the mines and the 
East. Unfortunately, this great increment did nothing to level 
up the situation as between different countries. Those in a weak 
position became weaker, and more than the whole of the new gold 
was added to the pre-existing reserves in Erance and U.S.A. The 
stocks in these two countries increased by 5443 million Swiss 
francs, so that in spite of the vast access of new gold the banks of 
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the rest of the world lost 493 million Swiss francs of gold. The 
report sums up its observations concerning private hoards by 
estimating that the amount so held on private account at the end 
of 1934 was of a magnitude of 7000 million Swiss francs, of which 
close on a half was held in vaults in Liondon. 

A further matter on which this Report has been accustomed 
to give us valuable statistics is that of the gross amount of the 
international short-term indebtedness of European countries and 
the TJ.S.A. As mentioned last year, the global total had fallen 
from approximately 70,000 million Swiss francs at the end of 1930 
to about 32,000 million at the end of 1933, The further small 
reduction of 2000 to 3000 millions in 1934 is probably only a 
reduction in gold value due to the further depreciation of sterling 
and the dollar. The monetary and banking reserves of the 
sterling area held in London are estimated to have increased 
by about £160 million between 1932 and 1934. 

Considerable progress was made in 1934-5 by the chain of 
Dominion Central Ranks, in the establishment of which the en- 
couragement and advice given by the Rank of England have played 
an important part. The Reserve Rank of New Zealand opened 
on August 1, 1934, and the Rank of Canada on March 11 , 1935, 
whilst the new Reserve Rank of India was founded in March 1936. 

The Report concludes with an interesting section on the 
principles of co-operation between Central Ranks and the objects 
at which such co-operation should aim. The management of 
the R.I.S. would clearly favour experiments and evolutionary 
changes ; — 

They recognise that an. international gold standard is a living, not a 
static, thing and that the lessons of continuing experience are capable of 
improving it. They appreciate that in the future more conscious (and 
preferably joint) direction is requisite to enable the system to function in 
a more satisfactory and human manner. The strictly automatic working of 
the gold standard is possible only in a world where the play of other economic 
and financial phenomena is permitted to be automatic also. 

They deplore the tradition and habit of secrecy ” on the part 
of Central Ranks. They even make the admission that : — 

Central Sanks have often under-estimated even the limited extent of 
their capacily to act upon price levels over the credit medium, not only 
because this is but one of the forces a£fectiag the price structure, which may 
be offset by others, but more especially because any popular illusion that 
central banks alone have adequate powers to govern prices in general would 
constitute a faUaoy most dangerous to foster. 

Rut, in practice, everything is reduced to futility by the fact 
that the R.X.S. is a Club where the suggestion of any deviation from 
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the principle of fixed gold parities is bad form and worse. Talsie, 
for example, a dubious passage at the beginning of the Report, as 
follows : — 

"Wlien tlie internal improvement tliat lias been ma<ie in some countries 
witb tiepreciated currencies Has been summed up, it will be found, tbafc tbe 
number of unemployed is still twice as high as it was in the 3 -ears 1927 to 
1928, when these countries, under the regime of the gold standard, enjo 3 -ed 
the advantage of stable foreign exchange rates. 

The highly intelligent staff of the Club have to keep up the 
pretence that, if only everyone would wear the old club tie 
again, the world’s economic troubles would be at an end and 
we should enjoy a “ fundamental, durable recovery.” But I hope 
that, all the same, they will keep up a stout heart beneath their 
polite exterior. Even the minds of the governors of Central 
Banks (or, if not their minds, their identity) change from time to 
time. The day of the B.I.S. may yet come when it will play the 
part which its founders designed for it as an enlightened organ 
of international co-operation. 

J. Keynes 


OBITUARY 

Andrew ANDRiiADijs (1876—1935) 

We much regret to announce the death on May 29, 1935, of 
Professor Andreades, who had been the correspondent of the 
Royal Economic Society for Greece since 1905. He had resigned 
his Chair in the University of Athens a few weeks previously on 
account of ill-health. Andreadds had been an old friend of 
Professor Edgeworth, and the present editor looks back to many 
pleasant meetings with him through Edgeworth’s introduction, 
on the occasions of his periodic visits to England extending over 
many years. He was a man of international habits and outlook. 
He wrote several of his hooks in Erench and several in E n glish. 
But he was deeply loyal to modern Greece and to Athens, where 
he had taught economics for more than thirty years (lecturer in 
1902, Professor of Economics in 1906), and it is characteristic 
that his most solid and learned works concerned Greek and 
Byzantine economic history and were written in Greek. He was 
greatly in hia element, debonair and handsome and elaborately 
courteous, representing his country at international assemblies — 
the Peace Conference, the Uanube Conference in Paris, 1920—21, 
the Assembly of the Ueague of Hations, 1923, 1924 and 1929, and 
finally the World Economic Conference in Xiondon in 1933. He 
was a Doctor of Lyons, Louvain and Paris; an academician of 
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Cairo, Bucharest, Munich, Paris and New York ; held the C.B.E., 
the Legion of Honour, and Greek, Italian, Belgian, Bumanian 
and Serbian orders. 

Andreades became well known to English economists early in 
life through bis “ History of the Bank of England from 1640 to 
1907,” originally published in French in 1904 and translated into 
English in 1909, which was for long the standard work on the 
subject. But he also wrote many minor works on English 
topics, including “ Gladstone the Economist and Financier ” 
(in Greek), “ Lord Salisbury and Greece ” (1910), “ Sir Charles 
Bilke and Greece ” (1918), Philip Snowden ” (1930 in French 
and English), and “ La Population Anglaise avant, pendant et 
apres la grande Guerre ” (1924). 

TTis major works, however, were those written in Greek on 
the financial history of the Greek world — Greece itself, the islands and 
Byzantium — ^fi:om the earliest times to the present day. Beginning 
with his “ History of Greek National Loans from the time of the 
Bevolution to 1863 ” (1904) and “ The Financial and Economic 
Condition of Greece and the Surrounding Countries ” (1914), 
these studies (moving backwards in time) culminated in his 
magnum opus Toropia Tfjs *EXXrjVLK'Tjs Ay]ixocr(as OlKovoiJ,ias 
(1st ed. completed in 1914, published in 1918; 2nd ed. vol. I, 
1928, vol. II, 1930), of which an English translation was published 
by the Harvard University Press in 1933 imder the title of “ The 
History of Greek Public Finance.” ^ The first volume covers the 
period jErom the Homeric age to the loss of Greek independence at 
Chaeronea ; and the second volume the Hellenistic period. The 
third volume was to have dealt with the Byzantine period. An- 
dreades’ monographs on the obscure but fascinating field of Byzan- 
tine public finance, for which abundant material, largely unex- 
plored, exists, were probably his most original and path-breaking 
contributions to knowledge. Professor Norman Baynes wrote 
to The Times on the occasion of his death that : “No living 
scholar had so profound a knowledge as he of the economics of 
the East Boman Empire.” He did not live to complete his 
enormous task, but a sketch of the economic development of the 
Byzantine Empire, completed shortly before his death, will 
appear in a book to be published by the Oxford University Press. 
The characteristic quality of AndiAad^s’ historical monographs can 
be seen in his three contributions to the Economic History ” 
supplement of the Economic Jotjenal : “ The Finance of Tyrant 

^ The Greek version of this book was reviewed in the Ecoitomic J OTrBN’Aii, Dec, 
1930, p. 686, and the English version, !Dec. 1933, p. 696. 
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Governments in Ancient Greece ” (1930), Tlie Capital Levy in 
Ancient Athens *’ (1931), and. “The Jews in the Bvzantine 
Empire” (1934). 

Andr^ades was a man of wide culture, almost as much interested 
in literature and the arts as in politics, economics and history. 
He was chairman of the committee for the Byron Centenary in 
1924. He wrote a book on “ Le Theatre An glais contemporain ” 
(1925), and a similar volume on the Viennese Theatre. I last 
saw him in a box at Covent Garden enjoying a performance of 
ballet. 

J. M. Key:xes 

Edwaed Shaxn 

By the sudden death on May 23rd of Professor E. O. G. 
Shann the Australian economists have lost their senior member, 
and the public of Australia a high-minded and devoted servant. 
Professor Shann had only this year taken up his duties as Pro- 
fessor of Economics in the University of Adelaide. He had 
already occupied teaching posts in three Australian Universities, 
the most important being the Chair of History and Economics 
in the University of Western Australia, where he is rightly 
regarded as one of the founders of the University. “ To nothing,” 
stated the Chancellor of the University of Western Australia 
recently, did he give with such rich and overflowing measure 
as he gave to the University he helped to mould and which he 
so unselfishly loved.” His intellectual interests were so wide 
that he was able to mould the development of the University 
in fields beyond the two subjects immediately under his charge. 
He had, moreover, a great faith in the work of the Australian 
pioneer, and it appealed to him to be one of these pioneers in 
the development of education. He was both a keen and an appre- 
ciative student of Australian political and economic affairs. 
During his long period of apparent academic isolation in the 
West he was able to take a detached view of the economic policy 
of his country. It was in this period that he wrote his best- 
known book, {The Econcmiic History of A.u8traMa. Towards the 
end of the period (in 1927) he produced also a brilliant essay. 
The Boom of 1890 and Now?- In the light of subsequent develop- 
ment this work was prophetic. It was, according to a sub -title, 

^ Sis cliief pizblicatiorLS were : OOhe Economic EListory of AjustTalicL (Cam- 
bridge TJniversity Press) ; The JBoom of 1890 and Now (Angus and Robert son) ; 
Cattle Chosen (Oxford PTniversity Press) ; Quotas of Stable JMoney (Angus and. 
Robertson); and» with. B. Copland, The Crisis in A-ustralian Finance^ 1929— 
31 ; The Sattle of the Elans; The A.ustralian Erice Structure^ 1932. 
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*' a call to Australia to put her house in order lest drought and 
falling prices for wool and wheat overtake us again.” 

Three years after the appearance of this essay Shann was 
summoned to a post in the East, where he found himself heavily 
engaged in helping to guide h is country through the disaster which 
he had aU too clearly foretold. He played a prominent part in 
moulding banking policy and in developing what afterwards came 
to be known as the Premiers’ Plan. It was only the Premiers’ 
Plan because it had to be adopted by Premiers. The plan was, 
in fact, a composite product of the Australian economists, and 
Shann’s part in its enunciation was all-important. He greatly 
assisted in bringing the economists together, and in giving them 
a focal point through which they could influence banking and 
financial policy. He went about among bankers, under-treasurers, 
premiers and politicians, persuading them that drastic situations 
required drastic remedies. He was against undiluted deflation 
as a solution, and as the depression deepened his belief in monetary 
policy as a way of escape increased. He carried this belief to 
Ottawa in 1932 and to the World Economic Conference in 1933. 
In both places he worked untiringly to bring about a declaration 
of policy by the British Commonwealth of Nations. It was a 
“ wider planning, a monetary policy that would permit of re- 
covered eqtulibrium, and an expansion of consumers’ demand ” 
that was the goal of his endeavour in these years. As one who 
worked close to him over a considerable period of the crisis, I 
can testify- to the skill with which he spread the faith that was in 
h im . Not many economists get the opportunity ; few would 
have used it as Shann did. So he leaves behind hiTn a deservedly 
high reputation as an economist, who in his country’s emergency 
showed both the experienced government official and the banker 
how much could be done by pursuing an independent monetary 
policy with a sense of responsibility. He knew his Australian as 
a person whose sense of responsibility is greatest in an emergency, 
and in the crisis his Australian did not disappoint him. 

Shaxm was not happy away from his academic work. TTis 
independence was threatened, his love of teaching unsatisfied 
and his capacity to take long views impaired. So he returned 
to the University, and in Adelaide this year he was working out 
in the light of his experiences a fresh approach to his teaching 
of Economics. It was the sort of thing he liked, and its final 
statement would have been of great value to us all in Australia. 
On the afternoon of IVIay 23rd I received a letter from him ex- 
pressing in his gayest maimer — ^and he could be very gay — his 
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desire to co-operate in producing a new book of documents on 
Australian policy. Some of this new approach would have been 
reflected in that book. The same evening I was informed of 
the accident that befell him. Economic Science is the poorer, 
because Shann brought to the solution of his country’s problems 
a knowledge of economic theory combined vdth an understanding 
of her economic and political development. He was a happy 
combination of the expert and the wise counsellor, and so his 
success as an economic adviser was assured, 

H. B. COPI.A3sI> 
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The following have compoimded for life membership of the 
Boyal Economic Society : — 


Condliffe, Prof. J. B. 
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Williams, A. V. 
Winterbottom, I. 
Wolkiser, Hr. A. M. 


The following 
Society : — 

Adams, E. G. 
Alexander, J. W. 
Attwood, J. C. P. 
Balson, W. 
Banerjea, S. R. 
Beaumont, J. 
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Lieathem, S. 
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Morton, J. E. 
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Peace, H. A. 

PeT3ody, H. 

PetzaU, Or. E. 


Plender, G. 
Pykett, H. A. 
Reid, E. H. 
Ridley, W. 
Robinson, A. 
Rodwell, H. R. 
Ross, A- C. 

Rouse, W. J. C. 
Samtani, R. C. 
Sidebotham, R, 
Simpson, R. A. 
Singer, H. W. 
Smith, P. W. G. 
Smith, W. J. 
Stevens, W. H. 
Stevenson, James. 
Stevenson, John. 
Sullivan, J. J. 
Swaminathan, S. 
Tandon, P. L. 


Taylor, G. B. 
Thomas, C. O. 
Topham, H. 
Townsend, B. H. 
Tulip, A. J. 
Vaswani, K.. IST. 
Venkatappayya, V. 
Venning, H. C. W. 
Ventress, C. W. P. 
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The following have been admitted to Library membership of 
the Society : — 

Bank of Canada, Ottawa . 

Bureau of Economic Research, Sun Yatsen XJniversity, 
Canton. 

Bureau of Statistics, Ministry of Industries, Nanking. 

Nihon Kogyo Club, Tokyo (Composition for fifteen years’ 
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Raffles College, Singapore. 


The Department of Economics of Harvard XJniversity ba s 
been enabled by a grant from the Rockefeller Foimdation to 
continue the research in the field of business fluctuations which 
for many years was conducted by the Harvard XJniversity Com- 
mittee on Economic Research and later by the Harvard Eco- 
nomic Society, Inc. The Department has set up a committee 
including Professors Schumpeter, Crum, and Harris to supervise 
this research and to serve as editors of the revised Review of 
Economic Statistics. It is hoped that the Review may serve 
as the American vehicle for articles dealing with the problem of 
the trade cycle — ^theoretical, analytical, and historical — and that 
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it may provide facilities for the publication in the United States 
of the results of European research. 


The Agricultural Economics Society has decided to offer two 
annual prizes of £10 and £5 respectively for essays on subjects 
cormected with the economics of agriculture. Competitors 
must be either students at recognised institutions or holders (of 
not more than two years standing) of degrees and/or diplomas 
in agriculture and/or economics. Essays for the current year must 
be sent in by the 30th June, 1936, and must be on one of the 
following subjects : 

(а) The influences of machinery on systems of agricultural 

production in Great Britain either (a) 1870—1913 or 

(6) 1914-35. 

(б) nationalisation of British agriculture and the system of 

Band Tenure. 

(c) Influences of British International loans on imports of 

food-stuffs and agricultural production in Great Britain. 

(d) Influences of consumers’ demands on agricultural pro- 

duction. 

(e) Trends of production in British agrieultxire. 

Eurther particulars of the conditions can be obtained from 
The Honorary Secretary, The Agricultural Economics Society, 
University of Beading, 7, Bedlands Road, Beading. 


The Third Volume of the Proceedings of the International 
Conference of Agricultural Economists, which included the papers 
read at the Third International Conference held in Germany 
during August 1934, is now published. The price to the general 
public is 17s. 6d., but copies are available to members of the Boyal 
Economic Society at 15s. post free. Copies of volumes I and II 
containing the papers prepared for the Conferences held in 1929—30 
can also be supplied to members of the Society at 9s. 6d. post free 
and 1 Is. post free respectively. 

Members who wish to avail themselves of this offer should 
address themselves to : J. R. Currie, Esq., Secretary and Trea- 
surer, Research Department, Dartington Hall, Totnes, Devon, 
and not to the Secretary or Assistant Secretary of the Royal 
Economic Society. 


No. 179, ^VOL. XLV. 
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RECENT PERIOEICAES AND NEW BOOKS 

Journal of the Royal Statistical Society. 

Pabt U, 1935. The Limits of Industrial Employment {II) : Influence 
of Grotsth of Population on the Development of Industry. E. C. 
Suow. Road Transport in Great Britain since the War. BZ. G. 
Eeis-elok. Wholesale Prices in 1934. Editor of Statist. 

Economica. 

tvTav 1935. Bacon Production and the Pig-Cycle in Gh-eat Britain. R. 
CoAS3E and R. Eowlek. The ISIodification of the "Utility Curve for 
Money in the Cases of Indivisible Goods of Increasing Utility. U. 
R-ioci. Taxation and the Relative Prices of Factors of Production. 
E, C. Benham. Mr. Gilhert’s Defence of a Constant Circulation. 
E. F. M. DxnRBiK. 

The Manchester School. 

No. 1, 1936. Growth and Fluctuations of Bankers* Liahilities to Customers. 
E. CA^mAisr. Benthcum on Government. A. L. DAJKTnsrs. Surplus 
Capacity in the Lancashire Cotton Industry. T. I). Babx.O'w. T'he 
Terms of Trade. J. Iitmait. Outline of a Scheme to Promote 
Employment in A.gricvlture. D. Caeadog Jokes. 

World Survey. 

May, 1935. Monetary Policy and Gold : The Case for Economic Measure- 
ment. G. E. H. CouB. Power as a Factor in Planning. Income Dis- 
tribution and Mechanisation. H. E. Caxtstik. A.nnual Report of 
the World Power Conference. The Increasing Productivity of Labour. 
World Economic Service : World Copper Situation. World Eco- 
nomic Indices. 

The Sociological Review. 

Jtti,y, 1935. T'he Individual and Society . Eekbst Jokes. Ability and 
Educational Opportunity in Relation to Parental Occupation. J. L. 
GtEay and Peake Moshikskiy. T'he Surplus of Women and t'he 
Declining Birth-rate. Iea HTBSCaHMAKK. 

International Labour Review. 

May, 1936. Unemployment among Young People. EC. Ftjss. Economic 

Recovery and Labour Mar'ket Problems in Sweden : II. B. Ohuk. 
The Danish Social Reform Measures. K. K. STErNTOKE. 

Juke, 1936. Unemployment in Argentina. E. Sibweks. Unemploy- 
ment among Young People in Australia. G. R. Giebs. T'he Con- 
tract of Employment : I. E. EIeb2. 

T'he Economic Record. 

Jttke, 1935. _ T'he Reports of the Wheat Commission. L. F. Gebuk. 
International Comparisons of t'he Cost of Living. E. T. Sawkiks. 
Manufacturing Profit in New Zealand. G. C. Bieeiko. "Western 
Australia’s Agricultural Bank. G. Tayeoe,. - Price-fixing in New 
Zealand. "W. B. Stcttch:. The Dairy Industry Commission^ New 
Zealand, 1934. J. O. Sheabek. 
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The Canadian Journal of Economics and Political Science. 

^Iav, 1935. The Reserve Bank of South Africa. J. P. Day. Canada * s 
O ptional Payment Bonds. W. T. G. Hackett. The Ricardian 
Theory of Production and Distribution. F. H. KNiaHT. Popula- 
tion Movements in Canada, 1921-31. W. B. Herd and Jean C. 
C am e r on. Eotes on Prices of Agricultural Commodities in the 
United States and Canada, 1850—1934:. H. Micheix. 

The South African Journal of Economics. 

Jttne, 1935. The Gold-mining Industry and the Gold Standard. A. J. 
Limebeer. Some Doubts concerning Early Land Tenure at the Cape. 
H. M. Robertson. Some Fundamental Questions on Economic 
Planning. E. Wbcittaker. The Dairy Iridustry in South Africa, 
with Special Reference to the Export of Butter. J. G. Kneen. 

The Quarterly Journal of Economics. 

May, 1935. Controlled Competition and the Organisation of American 
Industry. K. Pbibam. The Quantitative Position of Marketing hi 
the United States. J. K. Galbraith. Sociological Elements in 
Economic Thought. I. Historical. Talcott Parsons. Fluctua- 
tions in the Rate of Industrial Invention. R. K. SIerton. The 
Theory of a Single Investment, K. E. BoxrLDiNG. 

The American Economic Review. 

June, 1935. Volume of Production and Volume of Money. A. G. B. 
il^SHEB. Joint Costs in Multiple-Purpose Projects. H. M. Gray. 
British Export Credit Insurance. E. B. Dietrich. Exchange 
Rates under Inconvertible Currencies. BE. J. White, Jr. Industrial 
Expansion in South America. D. M. Phelps. 

The Journal of Political Economy. 

June, 1935. State Supervision of Local Finance. H. D. LiLTZ. Money 
and Production. W. Egle. The Joint-Stock Company in Eng- 
land, 1830—44. C. Hunt. Building Costs in the Business Cycle : 
tvith Partioular Reference to Building sponsored by Governments in 
the United States. W. D. Conklin. 

Annals of the American Academy of Political and Social Science. 

May, 1935. The Background of Group Pressure in the United States. 
Evolution of Business Groupings. C. E. Bonnett. Trade Union- 
ism and the American Federation of Labour. G. G. Groat. The 
Technique of Exerting Group Pressure. Pressure Groups, Propa- 
ganda, and the New Deals. The Chamber of Commerce and the New 
Deal. R. J. Swenson. The Place of Propaganda in Modem Life. 

Wheat Studies (Stanford, California). 

April, 1935. Spreads between Wheat Prices in England. In tMs Study 
are presented data on wheat price spreads in the United Kin gdom, 
which is the largest wheat import and sample market of the world, 
between 1925 and 1934. The amoimts of the spread in monetary 
units, the percentages of the high wheat prices therein represented 
and the ranking of the several wheats are tabulated and classified. 
It is pointed out that British millers have a wide scope of mixing, 
and the conclusion is reached that fixed prices are neither in their 
interest nor in that of British consumers. 
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Mav ^ 1935. World Whexit Survey and Outlook, May 1935. Develop- 
ments in the world wheat situation from January to May were 
dominated by the continued failure of European import buying 
to improve, and shipments to Europe from August to April were 
the smallest on record since 1917, and 14 mil l i on bushels less than 
last year. This is due both to stringent Government control of 
imports and to reduced consumption. Xiverpool futures prices 
suffered a gradual decline till mid-March, rose to a peak in mid- 
April, but have since continued to decline. It is anticipated that 
there will be a considerable decline in world net exports of wheat 
for the year and that world stocks will still be far above normal. 
However, the increase forecast for the Northern Hemisphere crop 
seems likely to be offset by the reduced supplies in the Southern 
Hemisphere and minor exporting countries, and Liverpool futures 
prices wall probably be sustained through July. 

Econometrica. 

July, 1935. Suggestions on Quantitative Business Cycle Theory. J. 
Tinbekgek. On the Independence of k Sets of Normally Distri- 
buted Statistical Yariahles. S. S. Wilks. A. Macrodynamic 
Theory of Business Cycles. M. Haleoki. 

Betme d’ Mconomie Bolitigue. 

Mab.s-Avbil, 1935. La Reprise britannique et ses causes. M. By^i. 
Essai d’une thdorie du mouvemennl cyclique des affaires. M. Kaleoki. 
La crise des chemins de fer et V organisation des transports. H, 
Pakoxh. Y a-t-il trop de travailleurs Strangers en France. S. 
Wlockeski. 

Revue de L’lnstitul de Sociologie. 

AvBiL-JmK, 1935. Analyse de la premiere sdrie des Communications au 
FID. Congrds de VInstitut international de Sociologie. G.-L. 
Dupeat. 

Weltzoirtschaftliches Archiv. 

May, 1935. Rrotektionismus und Volhseinhommen. Peop. B. Ohlik. 
The theory that the National Income of a country is necessarily 
greatest under Free Trade rests upon a number of assumptions 
which are not always fulfilled, and the author quotes a series of 
cases to illustrate his argument that it will often be increased under 
Protection. In a country which is not in equilibrium or which 
is passing through a depression, as has been the universal case 
since 1931, tariffs have a removal effect, the degree of benefit 
depending upon the magnitude and duration of the depression, the 
stage at which they were imposed and various other factors. They 
also provide a measure against dumping and, in conjunction wdth 
export boTxnties, an alternative to currency devaluation. Neue 
Probleme der Aussenhandelstheorie. G. del Veccoeho. Hioardo’s 
theory of Comparative Costs applied to the laissez-faire England 
of the nineteenth century and the present situation, where 
increased extent of Government Control of Ladustry provides the 
necessary conditions for Protection, calls for a new theory of 
International Trade. The tariff presents a valuable bargaining 
weapon and the dangers of retaliatory measures by other States 
are often ^eatly exaggerated. The effects of currency devaluation 
under various conditions are examined and the conclusion reached 



1935] 


EECBITT PEKIODICAXiS ASTD BOOKS 


607 


that a country should not sacrifice its internal stabilitv in order to 
adjust its monetary system. WaJirung^ Wirtschaft und Aussen- 
Tiandel. "W . ^ Voewassen’. The author examines the same 
problems as in the t'wo previous articles, with particular reference 
to the question of foreign exchanges. Wirkung der Xeustaateti- 
bildung in Nachkriegseuropa auf Wirfsckaftstrukfur und Wirt- 
schaftsniveau. P.-H. SEBAPBcnvi. The creation of new states in 
Europe on political rather than economic lines bv the Treatv of 
Versailles has ^ven rise to many problems. The author deals 
with the question of shifting populations, the transformation of 
agrarian countries into semi-industrial ones and their struggles to 
increase exports and find markets and the character of the new 
inter-State commerce. 

Jtjly, 1935. Einwirkungen der langen Wellen auf die Entwicklung der 
Wirtschaft seit 1800. T. H. EmpBiEZ. An account is given of 
some work recently done in Touvain where statistics have been 
prepared from Belgian figures to throw new light on the long waves 
of economic development. Doubts are expressed as to whether 
the discrepancy between increase in gold supply and increase in 
trade volume offers a sufEcient explanation. Arbeitsproduk- 
tivitdt und Au3senhandel. M. Maistoilesco. The author holds 
that it is not in the interest of agricultural countries to import 
industrial products even if it is cheaper to import them than to 
produce them at home, because the productivity of labour applied 
to industrial production will generally be much higher than that 
of agricultural labour. Price in money and price in labour must 
be distinguished. The differences of labour productivity are 
illustrated by a statistical analysis of the Bumanian economy. 
Aufbau- und Erisenprobleme der iranischen Vdlkswirtschaft. A. 
Tismek.. 

JoJirbiicher fiir Natiorialbkonomie und Statistik. 

Jxns'B, 1935. Japans Imperialismus in der Ostasiatischen Wirtschaft. 
E^O'e. F. Zadow. An account of the history and character of 
Japan’s Imperialism, the methods by which her expansionist 
pohoy is being fulfilled and her social and economic structure. 
She is not likely to go to war with the XJ.S.A. or with the D.S.S.R. 
in the near future, and Great Britain, being the greatest Imperialist 
coTontry, is her real enemy. Der Gutertarif der Eisenbahnen als 
JJittel der Ausseriharidelspolitik. S. L. GabbieIi. Tariffs on 
goods travelling by rail can serve to stimulate exports and dis- 
courage imports and can be applied, in conjunction with commercial 
treaties, as political weapons. The author considers the extent of 
their application hitherto and forecasts an increase in this. Uber 
LandwirtscTvaftliche Abscdxgenossenschaften. C. Bbinkmaee’. An 
examination of the efficacy of agricultural co-operative associations 
as a means of defence against industrial interests, of eliminating the 
middleman and of protection against market fluctuations and the 
dangers of over-production. J ungste EniwicTcLun^ und Gegen- 
wartige Verfassung des Deutschen Eealhreditrnarktes. "W. BEtesteoke. 
The events of 1931 upset the German capital market and the 
cessation of long-term lending led to a dim i n ution of building 
activity. With the present low rates of interest and the amoiint of 
unemployment, the time is ripe for a renewal of building activity, 
and an organisation should be set up to provide capital for this 
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purpose. Der Kampf Gegen die Agraricrise in Polen. E. Jtjnger- 

MA20r. 

July, 1935. Bankgesetzgebung und, WahruTigspoliiik im Bahmen der 
KrisenbeJc&nipf'UTig in den Vereinigten Stcuxten. G. Schmloueiis. 
A review of the banking and monetary policy of the American 
Government since 1930. Three phases are distinguished : a 
phase of crisis during which the State tries to assist the private 
banks (Reconstruction Finance Corporation) and makes the 
necessary legal preparations for an active monetary policy (Glass- 
SteagaU Bill) characteristic of the second phase of struggle in 
•which the State tries to overrule both the private banks and the 
Federal Reserve System. The third phase is that of stabilisation. 
A new division of power is developed, the State abstaining from 
monetary experiments but embarkin g on a public works policy. 
Oemeinwert und Oemeinwertung. K. V. Baeas. Marginal utility 
implying a valuation from an individual’s point of view bears no 
relation "fco social value by which social and economic policy must 
be governed. Der “ Neue Plan ” und die Neuordnung der deutschen 
Aussenwirtschaft. B. BEinsnera. The author reviews Dr. Schacht’s 
“ New Plan ” for overcoming Germany’s raw-material difficulties 
and the foreign trade situation under the influence of exchange 
restriction and clearing agreements. 

Schmollers Jdhrhuch. 

Februabiy, 1935. Carl Johannes Fuchs. An Obituary Notice by G. 
Stockmanh. Die Auslandische Erdrterung um die Betriebliche 
Sozialpolitik. L. H. A. Geck. A comparison of the developments 
of this science — ^there is no eqtdvalent in English for this German 
word — in America, England and France since 1900. Beklame und 
Konjunktu/rkreislauf, F. Rbduoh. The connection between 
advertisement and -trade fluctuations is worked out and W. L, 
Crum’s charts and tables illustrating the tendencies in America 
are criticised and improved methods suggested. Karl Friedrich 
Vollgraf, Kdmpfer im Vormarz fur Basse, Volk und Stead. A. 
Gunther. Zur V orgeschichte des Weltkriegs. J. Hashacen. A 
review of Hermann Oncken’s book on the question of War Guilt 
and the policy of the statesmen of the German Empire. 

June, 1936. Der Wandel des WissenacTiaftsbildes Friedrich Lists. A. 
Sommer. By the recent publication of List’s complete works his 
personality appears in a new light. He must no longer be con- 
sidered as a Uberal economist or a Protectionist, but as the great 
German statesman of the nineteenth century. Die Wandlungen 
des Finanzliberali^nus. F. H. Mann. The author’s thesis is that 
the English income-tax was a toiry institution. Like Smith and 
Ricardo, the early liberal statesmen were fundamentally opposed 
to it- But they had to yield and to sacrifice their doctrines to 
necessity. It was only afterwards that the liberal economists and 
politicians began to justify the income-tax -with liberal arguments, 
and the paradoxical result was that the anti-Liberals attacked the 
income-tax as a creature of Liberalism- Die Wirtschaftgesinnung 
des mittelalterViche/n Ziiinftlers. A. van VoIiLenhoven and E- 
Heeter. Nichtinflatorische Papiergeldausgabe ? A criticism of 
proposals to increase employment by monetary measures based 
on "the ’’ credit fond theory.” It is held that the proposals wo-uld 
lead to inflation unless there is some interference "with j&reedom of 
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expenditTire. The direct public works policy of the German 
Gk>vemment is praised. Schrifttum iiber MoJiMoffwirtacJiaft. K. 
W^iBDENPELD, A. review of books dealing with Germany's raw- 
material supply during the War, with the significance of the coal 
and iron industries during the \V'ar and the peace negotiations, 
and with the present raw-material situation in the textile indus- 
tries. On the last some figures are given. 

Vierteljahrsheft fiir Konjunkturforschung. 

June, 1935. und SctTiddspolitiJc. E. "Wagemann. sur- 

vey of the events of the crisis since 1929. The essentials for 
recovery are that importing coimtries should allow the entry of 
the productions of the greatest producing countries, that there 
should be a general revision of international debts and a return to 
a stable international currency. PTeisstrulctur tend I*Tcishewegung. 
Geht die ProduktionsgutererzeuguT^ der Verhratichsguterproduktion 
Voraus ? Die Wirtschaftslage in Deutschland. Die Lage der 
W eltwirtschaft . 

Archiv fiir mathematiseke Wirtschafts- und Sozicdforschting. 

No. 2, 1935. Statistische und JMaihematische Setrachiungen iiher Einige 
GeldlicJie Ausgleichsprohleme der Verwaltung. G. F. BtrEKHAiiDT. 
tjher den JReziprozitatssatz der Gewinntheorie. A. Sergeb. Die 
Grundlegenden HypotTi^sen der Neueren Preisanalyse. H. von 
Staokelberg. Elastizitdi von Angebot und Nachfrage. A. Timpb. 

De Economist. 

February, 1935. Hei vraagstuk van een tolunie tusschen Nederland 
en Belgie-Luxeniburg. T>. C. H-enoou. A general discussion of 
customs unions, as illustrated by proposals for a customs union 
between Holland and Belgium-Luxemburg. The general con- 
clusion is that under normal conditions such a union is neither 
impossible nor rmdesirable; that for such a purpose a complete 
union with imiform duties is to be preferred. The conclusion of 
such a Union is, however, to-day not practicable, since the measures 
ooimected with the crisis have increased the difficulties. In any 
case, economic rapprochement still remains desirable because of the 
evils of economic barriers ; but the Convention of Ouchy in its 
present form is not appropriate to bring about this rapprochement. 
De compassing gedurende de crisis van de loonen en de hosten van 
levensonderhoud aan de groothandelsprijzen in Oost-Aziatische 
landen. II. U. J. Httlshofe Pol. A continuation of the d^- 
cussion in the January number of the relation in Eastern countries 
between wages and cost of living on the one hand and wholesale 
prices on the other. The present article deals with Japan, Ceylon, 
Malacca, British India and Siam. A number of conclusions are 
drawm. 
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and interest. Centraliscctie en coordinatie in Argentinie* s hank- 
en geldwezen. J. Barxtoh:. A discussion of the five measures 
passed last year by the Argentine Government for a complete 
reform of the banking and currency system : (i) for establishing a 
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Central Bank ; (ii) for defining the relations of other banks to the 
central bank; (iii) for creating an institute to take over and 
liqTiidate the frozen credits of the banks ; (iv) for effecting certain 
changes in the law regarding the already existing o£5.cial banks ; 
(v) for providing for the transition from the existing to the new 
conditions. The article discusses the existing position and the 
five measures in detail. 
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15—20, is greatest in the age group 21—24 in southern Italy, where 
it remains high until after the age group 36-39. This indicates the 
lesser degree to which the voluntary limitation of families has 
proceeded in the south than in the north of Italy. Nuovi dali svlla 
naialitct in Italia. G. Mortara. 

April, 1935. Sn alaini concetti di economica corporaliva. A. Breoixa. 
Pa condensazione delle aliquote delV imposta sugli scambi. E. 
B’Albergs. An interesting article on the recent tendency, in 
a number of States which levy a turn-over or sales tax, to the 
reform of this tax by the substitution of an aggregated rate, levied 
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discussed in detail) are held to be : (1) that it hits integrated 

concerns which can no longer evade the tax ; (2) that it avoids the 
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the number and fertility of Italian women, calculates that, with 
present conditions of birth- and death-rates, each 1,000,000 of the 
population would reproduce 1,226,000. On the other hand, if the 
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May, 1936. II significato di alcnne modeme teorie matematiche delle 
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issue of the CHornale, dealing mainly with the concept of dynamic 
equilibrium, wilh special reference to the views of Professor 
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ECOINOmC XATIOXAEISM AXI> IXTERXATIOXAL 

TRADE 1 

I 

Eco^so^nc self-sufficiency is no neTr phenomenon. The 
tendency to national exclusiveness is as old as human nature 
itself and it by no means calls for unrestricted condemnation. 
Indeed, in spheres other than the economic, nationalism and 
national movements have made no small contribution to the 
general progress and the happiness of man]£.ind ; and v’e could 
contemplate, if not always with unfeigned admiration at least 
with a considerable degree of equanimity, the diversity in civilisa- 
tion, in language and in culture which is due to the multiplication 
of small countries and to the determination of national groups 
to resist by every possible means attempts at assimilation by 
larger and by more powerful peoples. 

Glenerally, when national movements arise they spring from 
motives other than economic ; and in earlier times purely economic 
weapons were not of importance in the struggles which ensued. 
This, of course, was due not to reluctance to employ any weapon 
which came to hand, but rather to the fact that the economic 
sword had not really been tested and there w'as as yet no ground 
for confidence that it would prove elective. In modern times, 
however, it has, or is thought to have, become indispensable. It 
may, therefore, be worth while to consider some of the reasons for 
this belief. Before doing so, it is necessary to draw a contrast 
between the world of to-day and the world of a short time ago. 
Eor the purpose in view the period immediately prior to the War 
will serve very well. 

II 

First and foremost, the peace treaties of 1919 and following 
years increased the number of countries and national boundaries 

' IPresideatiarl A.ddress before Section F of tbe British. S^ssociation, IJorwioh, 
1935. 
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in Europe- In all these new areas trade barriers were immediately 
set up to protect industries the establishment of which was en- 
couraged and often financed by the states themselves so that they 
might have under direct control in their own territories as many 
as possible of the processes necessary for the production of 
armaments. As it is not difficult for producers of very wide 
ranges of commodities to persuade governments that their own 
^ecial products are essential, or, alternatively, that their factories 
can readily be adapted for the manufacture of war materials, the 
field embraced in these new protective systems was progressively 
extended until it soon covered the whole range of agricultural 
and industrial activity. Important, however, as was this stimulus 
to economic self-sufficiency it might have spent its force and 
gradually petered out if the structure of international relations 
had not at the same time been radically altered by a change in 
the mutual indebtedness of nations, which occurred wdth such 
rapidity as to render impossible smooth readjustments to the 
entirely new conditions thus created. This transformation from 
debtor to creditor, which was the experience of the United States 
of America, and from creditor to debtor, the outstanding example 
of which was Germany, called for a complete reversal of the 
general attitude towards the Balance of Trade which up to that 
time had been current in the countries concerned. It demanded 
some re-orientation of ideas, also, on the part of other countries 
where the differences between the new and the old positions were 
of degree rather than of kind. Unfortunately, the line of least 
resistance was followed ever57where, both by statesmen and by 
peoples ; and difficulties were accentuated instead of being 
surmounted. 

A country which is on balance a debtor has gradually to build 
up credits abroad so as to pay the interest on its debts, to meet 
amortisation instalments or make provisions of some other kind 
for repayment. It can only do this by contriving to have a 
favourable balance of trade and this, in turn, can be secured only 
by an increase in exports, or a reduction in imports. A large 
increase in exports, however, is not always easy to effect for a 
country which is already highly industrialised. Such a com- 
munity is largely dependent on foreign sources for its supplies 
of raw materials. For it, therefore, increased exports of manu- 
factured goods means increased imports of raw materials which, 
in turn, have to be paid for by further exports. This is impossible 
unless the volume of foreign trade as a whole is increased at the 
same time. It is just because this latter increase is not taking 
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place, or is comparatively insignificant in amount, that older 
industrial debtor countries fail to build up the balances required 
from them by their creditors and that creditor countries, in turn, 
find it difficult to expand their export trade and at the same time 
pursue a policy of drastic restriction of imports. Further, if a 
coimtry previously debtor becomes creditor the problems attend- 
ing readjustment appear to it to be almost insuperable. In every 
case, in both debtor and creditor countries, there was marked 
reluctance to attempt any solution which might offer a reasonable 
promise of success. This was especially unfort vmate ; for no 
cause has contributed more to the present dislocation of inter- 
national trade and to the financial and currency troubles accom- 
panying it than this one outstanding fact — the reluctance or the 
inability of the countries concerned to handle the problems 
presented to them by their changes from general debtor or 
general creditor position to that of general creditor of or general 
debtor to the rest of the world. 

Of the theoretically appropriate policy in the new situation 
thus created there never was any doubt. Creditor countries 
should have accepted additional imports from their debtors and 
encouraged them to build up favoixrable trade balances in the 
shoirtest possible time. This implies, of course, that exports from 
the creditor countries should have been discouraged and a drastic 
reconstruction of internal productive systems undertaken. Of the 
practical diffi culties in the way of such far-reaching changes the 
economist is well aware; and he would have offered hiR sincere 
sympathy along with the maximiun of encouragement to any 
statesman attempting the task. But to statesmen who not only 
shirked a duty admittedly difficult but who adopted a policy 
calculated even to increase the obstacles in the way of ultimate 
reconstruction he cannot be equally indulgent. The offer of 
loans to debtor countries by their creditors was a profoxmd mis- 
take ; and disaster was mevitable when the borrowing and lending 
were mainly short-term. Long-term loans, which would have 
been more helpful by permitting time for readjustments, were 
discouraged by legislative restrictions in the debtor countries 
themselves as well as by the natural reluctance of the lenders to 
risk their money for any length of time in areas where disturbances, 
both economic and political, were liable to occur without pre- 
liminary warning. In such a nervous atmosphere ala-rma were 
inevitable ; and a climax was reached in the summer and autumn 
of 1931 . Since then the forces making for economic self-sufficiency 
have suffered little check in any country in the world. 


S S 2 
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It is from the events of this year, 1931, that the existing highly- 
developed system of harriers to international trade sprang, 
armed as it were overnight. The seed, however, had been sown 
long before ; and tentative efforts by debtor countries to control 
transactions in foreign exchange and to reverse adverse balances 
of trade were not unknown several years prior to this date. But 
now, in addition to extensions of tariffs and the raising of existing 
rates, the device of the quota was developed to the full, and 
condemnation was passed on anything which, like the most- 
favoured-nation clause in commercial treaties, was designed to 
disentangle foreign trade from the obstacles which encumbered 
it. The more liberal of existing trade agreements were every- 
where denounced and restrictive measures or one-sided bargains 
substituted. Currency difficulties in any country were used by 
its trade rivals as a pretext for further tariff increases on its 
merchandise. In a brief space of time the whole structure of 
foreign trade as it existed before the War was swept away ; and 
nothing systematic or definitely planned has, so far, taken its 
place. 

Ill 

Apart from the predominant influence just noticed which 
precipitated the onset of this policy of economic nationalism in 
all its violence it is probable that, in any case, there would have 
been some accentuation of tariffs and high protection during the 
period considered. Conditions which formerly favoured freedom 
of trade in international intercourse have altered or have given 
way altogether to new alignments of economic forces which 
inevitably suggest Protection as the more desirable policy to 
pursue. It is worth while making a digression at this stage in 
order to examine these influences and to assess their importance 
in the general economic progress of the world since the early days 
of the Pree Trade movement in Great Britain. 

Before the discovery and opening up of large tracts of agri- 
cultural laud in countries outside Europe the cultivation of the 
soil in the older countries was carried on under conditions of 
diminishing returns. Population, especially in the recently 
industrialised areas, in the fiust half of the nineteenth century 
was growing rapidly. This meant a rising cost of living due to 
continuous increase in the prices of food-stuffs ; for the production 
of the latter could only be expanded at an enhanced cost per 
unit. Current economic doctrine, at that time dominated by 
Bicardo and his followers, compared the product of industry to 
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a cake to be divided among those who had contributed to its 
making. If wage -earners obtained a larger share profits were 
lower. It was, therefore, thought to be in the interests of industry 
to pursue a policy of free imports ; for free imports, especially of 
food, meant low cost of living, low wages and. consequently, 
higher profits. The interests of agriculturists were overlooked, 
and in the struggle which ensued the industrialists gained a 
decisive victory in England. Free Trade won and the French 
commercial treaty of 1860 marked the end of the fight for a time. 
Much freedom of trade was won also in continental countries a 
little later than in England, although in their case agricultural 
opposition was never completely crushed. 

Contrast this with the position to-day. Under stress of the 
War agricultural production was expanded everywhere, a 
technique almost entirely new was introduced and scientific 
aid of every kind enlisted, with the consequence that agriculture 
has come to be conducted, although perhaps only temporarily, 
under conditions of increasing returns. The rate of increase of 
population in the principal industrial countries has fallen and food 
prices are low. Ricardian economies are no longer authoritative 
and fears of scarcity have vanished. Industrialists, therefore, 
no longer have the motives they once had for maintaining free 
imports ; and they are strengthened in the opposition they now 
offer to their former policy by the difficulties they encounter in 
export trade. Since many of them are mainly dependent on this 
trade they are driven to seek alternative markets at home to 
replace those they are losing abroad. It is only natural, therefore, 
that they should become advocates of the partial or complete 
exclusion of goods which are likely to compete with them in the 
single remaining market they control. The greater the fall in 
their exports the more uncompromising the support they lend to 
the movement towards economic self-sufficiency. 

Again, in the first half of the nineteenth century freedom of 
trade facilitated the discovery of new markets and of new openings 
for capital. Notwithstanding warnings of the danger to invest- 
ments in countries politically unstable, where effective super- 
vision by foreigners was impossible, there was a very great export 
of capital from Europe to the rest of the world. In this England 
took the lead, although Ricardo was among those who pointed 
to the dangers ; and, as export of capital is mainly export of goods 
and a country cannot hinder imports if it wishes to export, the 
Free Trade movement was of necessity welcomed in Europe by 
industrialists as well as by financiers. Now, however, foreign 
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investments have lost their attraction. Interest rates are 
scarcely commensurate with the risks involved and the danger of 
loss of capital has in no way diminished. Moreover, the time is 
past when even the most powerful government dare collect 
interest or principal of debts from foreigners for its own subjects 
by threat of military or naval demonstration. Holders of foreign 
securities have learned much through open repudiation of debts 
by revolutionary governments and through currency devaluation. 
They have also learned that if Pree Trade is a necessary 
concomitant of freedom of foreign investment it is not worth 
retaining the former merely to assure a continuance of the latter. 

In the early days of industrialism international trade promoted 
division of labour in every meaning of that term. This, in turn, 
permitted such a lowering of costs that the standard of life was 
raised in almost every country in the world. Moreover, inter- 
national intercourse quickly disseminated everywhere knowledge 
of new inventions and of new commodities with consequent ex- 
pansion of trade and production. In a period of rapid change 
such as that, freedom of trade oSered the maximum of opportunity 
to those wishing to seize it. Any policy except that of unre- 
stricted j&reedom would have created obstacles. 

Conditions are now very different. Modern large-scale 
rationalised industrial units are exceedingly vulnerable. Unless 
they can operate at or near the output for which they are designed 
and find markets at prices covering costs for all they produce 
they must soon go under or be reconstituted. It is only natural, 
therefore, that there should be an insistent demand jfrom their 
managers and shareholders for guarantee of the home market, 
the only market from which the foreigner can with certainty be 
excluded, and that Empire Preference should be welcomed by 
them for the security of whatever overseas trade agreements of 
this kind are expected to promote. 

Again, scientific progress and technological invention which 
used to lend support to a free trade policy are now among the 
“most powerful of forces encouraging economic nationalism. 
Standardisation of processes and of output, development of 
intricate machine tools which can be operated by comparatively 
unskilled labour after a brief period of training, wide distribution 
of electrical power and the growth of technical education in every 
branch of industry enable new factories to be set up with equal 
prospects of success almost anywhere throughout the world. 
So, Iiancashire finds competitors in India and Japan; and Irish 
Eree State workers come to the Midlands for a few months’ 



1935] ECONOMIC NATIOKALISM ANI> IXTEBXATIOXAL TRADE 625 


training and return home to operate factories for hoUow-'ware, 
gloves, hosiery, and many other commodities in little centres 
selected at random which never before had an industry of any 
kind. When industries are thus set up in new environments 
adaptation of size of unit to the market for the product is possible 
to a greater degree than in older industrial areas ; for imports 
can be rationed or prohibited and the permitted extent of the 
industry strictly controlled by the government. It frequently 
happens, therefore, that such new concerns, unhampered by evil 
traditions of management or by restrictions imposed by labour, 
succeed in producing at reasonably low costs per unit within the 
closed national boundaries. Thus, the policy appears to be 
justified by its early results, although the situation of industries 
in isolation from the main centres of their activity is likely at a 
later stage to create difiSculties not easy to surmount. 3ut 
even if justification on purely economic considerations were not 
so easy to discover as it is, cogent reasons of a social or political 
nature can readily be offered for a policy of self-sufficiency in as 
many industries as possible. Diversification and actual increase, 
even if small, of employment may well be w'orth some sacrifice; 
and in a world overwrought and nervous concerning armaments 
and the future of peace, the fact that every industry is or may be 
important for war adds much to the responsibilities of statesmen 
when they are called upon to outline the appropriate policies in 
trade and industry for the countries they govern. 

Price movements and currency troubles, too, have not been 
without their influence on this trend in the direction of closed or 
self-contained economic systems ; for it is only within the limits 
of such a system that even a partial measure of success can be 
attained in attempts to maintain a stable level of wholesale prices, 
much less of prices in general. Apart from the detailed control 
on the monetary side of the volume of credit, the destination of 
credit, velocity of circulation, volume of saving and investment 
and so on which need not be touched on here, it is necessary to 
control the volume of production and of imports as well as many 
individual prices of goods and services, and the volume of exports 
if stable price levels are to be secured. Thus, quotas, foreign 
exchange regulations, occasional prohibitions of certain imports 
and certain exports are inevitably part of such a scheme of money 
management. Moreover, the consequences of attempts to keep 
price levels stable are such as to encourage or provoke further 
measures of repression in the field of foreign trade ; for a stable 
price level usually conceals several different movements and a 
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fall in the prices of such commodities as are exported may he 
accompanied by a rise in the prices of food-stuf£s and materials 
which it is imperative to import, a definite worsening of the terms 
of trade which stimulates demands for further restriction or control. 
This was the experience of Sweden when she succeeded in keeping 
her wholesale price level stable between 1930 and 1934. The 
other significant example of an experiment of this kind, that in 
the United States of America, especially between 1925 and 1929 
when the general price level was kept stabilised, led ultimately to 
conditions of monetary inflation. Subsequent events there give 
little encouragement to those who looked for an end to the policy 
of self-sufficiency in the continent of North America. The precise 
relation between monetary troubles and the movement towards 
economic self-sufficiency — ^which is cause and which is effect, 
whether both are due to a third group of fundamental causes, 
will appear later ; but there is no doubt that monetary manage- 
ment of any kind for any purpose calls for increasing control over 
the course of international trade and that the task of management 
is easier the more nearly the economic system involved happens 
to be self-contained. 

The movement towards economic self-sufficiency, therefore, 
has its roots deep in the past. In the political sphere in the 
nineteenth century nationalism sought for unity and fought 
oppression to win self-determination. Then, at the beginning 
of that century and during the latter part of the eighteenth 
century, economic organisation was simple. Machinery was 
relatively unimportant and production was on a small scale. 
By this time, also, economic activity had become increasingly 
firee. The fetters forged by the mediaeval guilds and mercantilism 
had been cast aside. Markets were unrestricted and mobility 
u nim peded. A domestic capitalist system had been evolved 
and with it had come political freedom and political democracy. 
This general scheme of organisation lasted until well on towards 
the middle of the century without radical change ; and con- 
temporary economic theory regarded it as its problem to explain 
the economic processes of a society dominated by small competing 
units entirely free from political interference. In the ideal world 
of these theorists !Free Trade was a necessary condition for 
territorial division of labour. TVee movement of capital and 
unimpeded mobility of population were equally important in 
their view ; and anything which offered obstacles to the attain- 
ment of the ideal of a single price in a single market coextensive 
with the world was, on that account, condemned. But towards 
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the end of the nineteenth century' large aggregates of capital came 
to dominate the field. It was not that the earlier small competing 
units of the classical economists had become less numerous but 
rather that they had become less significant. As industrialisation 
proceeded the growing scarcity of economic opportunity favoured, 
even demanded, the consolidation and the integration of trade 
and industry. As the size of units increased economic opportunity 
became still more circumscribed and competition grew still more 
relentless. XTnder these circumstances legislation and public 
opinion were powerless to prevent the trend towards monopoly ; 
and the cartel movement spread, at first within national boundaries 
and, later, it was extended to the international sphere. 

Meantime, nationalism, which originally had merely political 
aims, changed its character and became, fundamentally, an 
economic movement. This was due, in some part, to the attain- 
ment of most of its former ambitions, but mainly to the causes 
Just described and to the continuous expansion of economic 
activity which now absorbs by far the greater part of the energy 
of the whole of society. Thus, the world of the first quarter of 
the twentieth century provided an environment exceptionally 
favourable to the growth of a very militant movement for 
economic self-suf&ciency. 

This long-term influence has been reinforced, temporarily, by 
the conditions attendant on the great depression- Xew areas of 
production have been brought under monopolistic control or 
centralised supervision in order that governments may be enabled 
to support trade and industrial organisations in their efforts to 
regulate production and prices. National cartels have been 
strengthened and international cartels have been difficult to 
maintain. Governments everywhere have used the opportunities 
thus presented to them to turn to narrow national account the 
general tendency already in force towards large-scale organisation 
and monopolistic control. It may be that these short-term forces 
will effect deeper and more permanent changes in the economic 
system of the world than could ever have been accomplished by 
the longer-term forces which they supplement. 

IV 

In designing and improving methods for securing national 
economic isolation statesmen often appear to act on the assump- 
tion that absolute self-sufficiency is an ideal capable of practical 
realisation. This, assuredly, is not the case. Apart from the 
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fact that the price which would have to be paid is prohibitive, 
experience has shown that new devices by new traders can make 
headway even against the most drastic restrictions yet devised. 
But at a price which seems reasonable in the short run, or the real 
burden of which is not immediately apparent, a very considerable 
degree of economic self-sufiS.ciency can be attained by small 
as well as by large nations, especially if the measirres pursued are 
in harmony with the long-term forces favouring the trend. Little 
attention, however, is paid to this proviso when regulations are 
being drafted; and, even when circumstances are propitious for 
the success of an attempt at further isolation, disaster often ensues 
through too vigorous use of double-edged weapons, which, when 
wielded at all, demand more skill in management than is ever 
likely to be available. 

Much can be learned from a study of the partial closing of 
markets in European countries to agricultural products from the 
remaining countries in the world. These older industrial countries 
aim at developing regulated agricultural production for reasons 
partly creditable, and partly sinister. German import duties on 
wheat and rye, for example, may be anything in the neighbourhood 
of 300 per cent, of the general world market prices. Erance 
plans to be, and is in fact, largely self-contained in cereals. Wheat 
production is encouraged in England by guaranteed prices and 
by enactments designed to secure that all is sold which is produced. 
In every European country some or every branch of agriculture 
receives subsidy or high protection. The consequences of these 
measures for the newer extra-European agricultural cotmtries 
are serious. As example, consider the case of New Zealand with 
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exports entirely agricultural and the largest foreign trade per head 
of population of any country in the world. The story of her 
troubles is set out in the adjoining table of indices which corers the 
years of intensification of agricultural self-sufficiency in Europe. 

Commenting on this table a Xew Zealand Government official 
publication points out “ that in the aggregate the volume of pro- 
duction has been well maintained but the outcome of trading 
operations may be summed up as follows : Between 1928 and 
1932 the index figures indicate that the volume of exports increased 
by 18 per cent. In exchange for the greater quantity of exports, 
after making provision for payment of interest and other fixed 
claims, we received in return, for 1932, 34 per cent, less quantity 
of imports compared with the position in 192S. The net effect of 
this was that for 1932 the quantity of goods available for con- 
sumption in the Dominion was 25 per cent, lower than in 1928. 
On the same basis the shortage for 1933 was 20 per cent. This 
■was a real loss due principally to (a) having to set aside a larger 
quantity of produce to meet fixed obligations overseas ; and (6) 
the fact that the terms of barter in Great Britain have gone 
against us, ■with the result that in exchange for a given quantity 
of primary products we now receive less manufactmred goods 
than formerly — ^that is to say, the prices of primary goods have 
fallen more than the prices of manufactured goods.” What can 
New Zealand do if this continues ? Nothing, except divert some 
of her population to new local industries — ^uneconomic secondary 
industries is the term employed — and keep out every article she 
can produce at home.^ 

As a contrast, consider the case of Canada. Dike New 
Zealand’s, her total foreign trade per head of population is large. 
Indeed, she usually comes third in order of magnitude of this i'tem 
and runs Denmark closely for second place. But, unlike New 
Zealand, she is an important manufacturing country with much 
developed mineral wealth, as well as being a producer and large 
exporter of agricultural commodities. Her industries have been 
built up with imported capital behind high tariff walls ; and she 
pursued for years what was, in essence, a mild policy of economic 
self-sufficiency when other new countries were developing in more 
narrow grooves. Her foreign trade in commodities for 1934 
amoimted in value to $1,145 million, which was an increase of 

^ The situation in. New Zealand has lately improved owiag to the rise in the 
world price of butter from 7Ss. to 94^. jper cwt. This, however, does not affect 
the argument- Rather, it emphasises further the consequences of reliance on a 
single or small number of primary products in general trade. 
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nearly 25 per cent, on the figure for 1933. It is estimated by the 
Dominion Bureau of Statistics that Canadians purchased in 1934 
some $300 million of foreign securities or of Canadian securities 
held abroad and that Canadian governments and corporations 
retired $75 million in bonds owned abroad, while purchases of 
Canadian securities and investments by foreigners amounted to 
$355 million. Thus, there was a net export of capital in that year 
of $20 million which cannot but be regarded as satisfactory, 
especially as the increases in foreign trade in commodities was 
due in equal shares to increases in both imports and exports of 
goods. It is difficult to resist the conclusion that Canada is now 
reaping the reward of her foresight in developing variety in her 
economic system instead of continuing a narrower specialisation 
in the production of primary agricultural commodities. Probably 
she will continue to enjoy comparative prosperity in a disordered 
world if she is content -with a moderate diversity in her economic 
life ; for the price to be paid for an over-ambitious programme of 
self-sufficiency is high, especially in a country the main wealth of 
which consists of primary products and which is, on the whole, 
still a debtor on balance to the rest of the world. This price is 
nothing less than a definite lowering in the standard of life of its 
people. 

Equally with other countries exporting agricultural products 
the United States of America have experienced the special 
difficulties during the depression in which the fall in the prices of 
food-stufis was so much greater than the fall in the prices of 
manufactured goods. But even before this crisis became acute 
the foreign trade of that country with Europe was diminishing. 
Some of the loss, no doubt, can easily be ascribed to other causes 
(there is no difficulty in finding quite a number) ; but the main 
cause was the attempt to initiate and develop self-sufficiency in 
agriculture by those countries in Western Europe which used to 
be considerable importers of food-stuffs from the United States. 
The extent to which the export trade of the latter was shifting 
before American economic conditions began to change (largely 
for reasons special to America itself) is well exhibited by a compari- 
son between the year 1913 and the year 1925. During that 
period there was a reduction in exports of about $100 million 
(close on 4 per cent, of the total). But those to Europe fell by 
20 per cent., those to the rest of North America by 7 per cent., 
while exports to Asia and to Africa were in each case more than 
doubled. There was an increase, too (though a less strihing one of 
only 8 per cent.), in exports to South America. The falls in every 
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case were largely in agriciiltural products : but the increases that 
took place were mainly in manufactured articles, although Asia 
took a little more of food-stuffs. Such changes as these almost 
certainly have a long-term trend. In any case they are in a 
different category from those which accompanied the low level of 
prices in the years immediately subsequent to 1929. 

If the great depression had been allowed to run its course in a 
fully competitive world economic system in which no obstacles 
were presented to a reasonably free marketing and distribution 
of commodities, the prices of producers' goods would have fallen 
more in proportion than the prices of consumers’ goods. This 
would have called into action a number of readjusting forces, and 
if the experience of previous periods of recovery from depression 
had been repeated, demand would have revived in such a way that 
a new position of equilibrium would, in a short time, have been 
attained. But the course pursued by this depression has differed 
very markedly from that of any other which the world has yet 
experienced. Market competition has been much restricted and 
prices of producers’ goods have been maintained or have fallen 
less than the prices of consumers’ goods, with the consequence that 
there has been an exceptionally serious diminution in the pro- 
duction of all durable goods. Agricultural commodities, the most 
important group of consumers’ goods, suffered the heaviest fall in 
price of all ; and, although there has been a slight increase in con- 
sumption in consequence of this great fall in price, demand for 
food-stuffs is veiy inelastic and could never have increased to the 
extent required for a restoration of equilibrium. For such a 
result a diminution of output is necessary. It was some time 
before this was realised by the principal agricultural communities 
producing for export. These have instituted or are instituting 
restriction schemes which are exceedingly difiBleult to handle with 
effect. But the positive measures taken by many countries which 
are usually importers of food-stuffs to maintain and even to 
expand their agricultural production create still greater difhculties 
and lead to the absurd phenomenon of some governments paying 
bounties for the production of food for the non-production or 
destruction of which other governments pay equally large 
compensation. 

V 

Prior to 1929 the long-term influences which prompted or 
rendered easy a policy of considerable national self-sufficiency 
had suffered a check. The movement towards stabilisation of 
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tarifEs and liberalisation of commercial relations between the 
different nations of the world seemed likely to gather strength; 
and the excessive nationalism engendered by the War was sub- 
siding slowly. But in the latter part of that year there was a 
collapse of confidence; and the onset of the great depression 
created an entirely new situation. Since then short views on 
international commercial policy have been dominant everywhere. 

It is a mistake, however, to conclude that the motives which 
have prompted measures of restriction in all countries since 1929 
have had as their aim the destruction or even the curtailment of 
international commercial relations. Examination of the dis- 
cussions in legislatures and study of the trade agreements actually 
concluded indicate that the principal object of all countries was 
(and is) to increase the volume of their foreign trade as a whole. 
But the volume of exports at the current low world prices, especially 
in the case of primary products, got out of line with the volume 
of imports. Strict control of the latter, therefore, was imperative 
if balances of trade (or rather the balances of income and outgo 
accounts) were not to be upset ; for the consequences of tbi« are a 
drain of gold reserves, depression of value of currency units and 
threat to the financial solvency of governments. 

The course of events can be well illustrated by taking Grreat 
Britain as example; but it most be borne in mind that the 
special conditions of this country do not permit of strictly parallel 
comparisons elsewhere. The very great fall in gold prices which 
set in towards the end of 1929, due mainly to the financial collapse 
in that year in the United States of America, caused heavy curtail- 
ment in the foreign demand for British exports. On the other 
hand, British demand for' foreign goods increased because of their 
new and lower prices. The difference, therefore, between the 
total value of visible imports and total value of visible exports 
was greater than before. This would not have mattered much if 
services rendered to foreigners and interest payments due by 
foreigners had not shrunk at the same time ; for the gap could 
then have been largely filled by a reduction in the annual amount 
of new capital invested abroad or, with greater difficulty, by a 
realisation of part of the foreign securities held by EngrlistbTnft-n 
which stm retained a reasonable value. As a matter of fact the 
gap was not filled to a su ffi cient extent in either of these ways. 
The consequence was an adverse balance in the income and outgo 
account of foreign trading which was estimated at £104 million 
in 1931 and £56 milli on in 1932, and an insistent demand on 
London for gold. Some gold did leave England, and the Bank 
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of England took the action which was usual and appropriate 
when this happened. Money rates, therefore, rose, prices tended 
to fall, exports were encouraged and imports were discouraged. 
Further adjustment, however, was necessary; for the situation, 
though not without precedent in kind, was unparalleled in extent. 
The fall in prices ought to have been accompanied by a fall in 
costs which did not take place. It is not necessary here fully to 
explain why ; but it is evident that wages, one of the main elements 
in cost, cannot easily be reduced, and costing schemes in general 
are not sufficiently elastic to meet very rapidly changing con- 
ditions. When it was realised that this readjustment was not 
possible the alternative remaining was to prevent gold prices 
falling still further. This demanded a continuous export of gold 
as long as world prices went on falling, a policy which would not 
have steadied prices in Great Britain even if it had been possible 
to pursue it ; for the loss of gold would only have led to still low'er 
price levels at home. When, ultimately, the gold standard had 
to be abandoned in 1931, the only weapons left were tariffs and 
the whole apparatus of restrictions under which economic self- 
sufficiency cloaks its aims. These expedients had already been 
utilised by other countries when they sought to improve their 
balances of trade so as to maintain price levels and protect 
monetary standards. It is probably correct, therefore, to con- 
clude that one of the principal reasons underlying the institution 
during the past few years of the very great mass of restrictions 
on international trade is the protection of currencies and the 
financial solvency of governments. Under normal circiunstances 
a country by imposing tariffs and restrictions on imports can hope 
to protect its currency from attack and maintain it at or near gold 
parity without experiencing an intolerable downward pressure 
on prices ; for its limitation of imports is not accompanied by a 
fall in its exports. The success of this policy, therefore, depends 
on the extent to which other countries freely admit its goods. 
If every country simultaneously restricts imports the trade of 
each is depressed by the tariffs and quotas of the others more than 
it is stimulated by its own. The object sought, improvement in 
trade balances, is not attained. Instead, the general effect is 
contraction in the volume of international trade with increase of 
unemployment and additional currency difficulties all round. 

VI 

Much can be learned from a review of the growth of high 
protective policies and of restrictive nationalism during the years 
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of the depression. Few countries were without import duties 
of some kind in 1929. The obvious and immediate step, therefore, 
when trade balance difficulties were encountered, was to raise 
those duties so as to guarantee to home producers a larger or more 
exclusive share of the domestic market, and, in this way, relieve the 
growing unemployment caused by the fall in prices combined with 
the constancy of costs. Budgetary difficulties, too, due to reduced 
public income led to general or flat increases in duties in many 
countries so that revenue might be maintained ; and governments 
of debtor countries (fi.gf. Australia, Latin America), which were 
large borrowers on private or public account, finding their burdens 
increased owing to the decline in prices and their lower returns 
from exports, were driven to reduce all imports which were nor 
indi^ensable so that national receipts and national payments 
might be balanced. Retaliation then followed from countries 
at the moment less embarrassed; for these were finding their 
usual export trades hindered by the tariffs and restrictions of 
those nations which had first experienced difficulties. There 
were, therefore, further instalments of tariffs in ever-widening 
circles ; and by the latter part of 1931 the export trade of all 
countries had as a consequence shrunk to a very marked extent. 

Meantime, France had revived the quota method of control 
under which limitations are imposed upon the quantities of 
particular goods that may be imported over an allotted period of 
time. Other countries followed, the assumption (or justification) 
being that quotas are temporary measures of defence designed to 
limit imports to the quantities which can be absorbed in a period 
of restricted demand. It is probable, however, that their real 
attraction was their certainty in result (which is usually greater 
than can be assured by tariffs) combined with the fact that treaty 
obligations frequently rendered tariff changes immediately 
impossible. 

At first quotas were fixied permitting supplying countries 
shares in proportion to their exports during a period preceding 
restriction. Soon, however, they were turned into weapons with 
which to bargain for increases in exports. They are now regularly 
employed by way of threat to extract concessions or counter- 
advantages from other countries in the shape of reduced duties, 
release of blocked funds, guaranteed purchases or other com- 
mercial privileges. Their use has been extended far beyond the 
purpose for which they were originally devised. Fortunately 
they are not popular with traders; for their administration 
involves much interference "with the ordinary routine of business. 
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In the confusion following the jBLnancial difficulties which came 
to a head in September 1931, when Great Britain abandoned the 
gold standard and depreciation overtook the currencies of many 
other important countries, centralised control over the transfer 
of funds abroad was adopted by nearly all the governments whose 
monetary systems were then altered in basis and even by some 
whose currencies still continued to be linked to gold. The 
original purpose of this control was to prevent speculation and to 
protect the vahies of the currency units from the consequences of 
the withdrawal of funds for deposit or investment abroad. In 
actual working no difficulties at first were placed in the "way of 
importers obtaining exchange for payment for food, raw materials 
or other commodities deemed to be essential. But, very soon, 
governments began to use exchange control as a supplement to 
other means of restricting imports ; and by direct refusal of 
facilities they were able, more effectively than by tariffs and 
quotas, to discourage foreign transactions whenever they desired. 
This power to discriminate led easily to the next step — the 
granting of preference or priority in exchange on the basis of the 
country from which the imports were to come. It was argued 
that favour ought to be shown to those who were good customers 
and that it was desirable to obtain as near a correspondence as 
possible in imports and exports with every trading country. 
Burther development soon followed and control over foreign 
exchange became a bargaining weapon, just like quotas, whereby 
the threat to withhold or delay payment for imports from, or of 
debts due to, a given country was used to exact commercial 
privileges or special trading facilities. 

At this stage it became evident that the bargaining power 
arising from this exchange control of countries whose products 
were mainly food-stuffs and raw materials was inferior to that of 
the older manufactturing and commercial countries in Europe ; 
for the latter were creditor countries and the prices of their pro- 
ducts had not fallen as much as those of the products of the 
former. It was natural, therefore, for the financially more power- 
ful countries to require that exchange funds arising out of their 
purchases should be reserved for the pmrchase of goods from their 
subjects and for the remitting of interest on investments held by 
their citizens. Further, a number of exchange clearing arrange- 
ments were set up between these weaker countries and their 
creditors as well as between the older countries themselves. In 
these provision was made for the direct balancing of credits derived 
from all the transactions between the pairs of participating 
No. 180. ^VOL. XLV. TT 
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countries and, occasionally, even for the reciprocal admission of 
allocated volumes of specified classes of goods on terms akin to 
barter. This whole episode of exchange control is a curious 
mixture of repression and restriction of trade combined with 
ingenious devices for mitigating the damage done by measures 
which are admittedly short-sighted. 

Ihimarily, quotas and exchange control were means by which 
a government sought to safeguard its general balance of trade. 
Their use for this ptupose can readily be justified as a defensive 
measure in the exceptional conditions now prevailing in inter- 
national trade to-day. It might even be admitted that a country 
which relies for its livelihood on the export of a few special com- 
modities has the right to safeguard its market for those goods and 
secure for them reasonable terms of entry to other countries when 
commercial treaties are being negotiated. But the extension of 
the principle of general balance of trade which offers a basis of 
control for the total trade of a country with all foreign coxmtries 
to the case of import and export trade with every individual 
external group is a development which caimot but prejudice the 
future rehabilitation of world trade on any sound or equitable 
foundation. 

This new concept, then, of bilateral trade balancing, this 
unwarranted extension of an old and useful general guide, is due 
to the realisation that it is possible, by using quotas and exchange 
control, to rearrange trade relations with individual foreign 
countries on what can be a substantially equal barter basis. 
Such an ideal makes a wide appeal in a period of depression when 
normal trade outlets are choked ; and it is significant that more 
than one-third of the commercial agreements concluded by 
European countries, both among themselves and with countries 
outside Europe, during the past two years have been dominated 
by the principle that as far as possible in every case imports 
should approximately balance exports. Now this insistence 
upon the equalisation of imports and exports between two 
countries where equality did not exist before is much more likely 
to scale down the higher of two unequal figures than to raise the 
lower. The country with the larger volume of exports has almost 
certainly to reduce its shipments to the volume it imports from the 
other country, with the consequence that its exporting industries 
suffer loss, part of which in turn is passed on to the producers 
of the materials it utilises, whether they be fellow citizens or 
subjects of another group of foreign countries. 

But the case against bilateral trading rests firmly on the 
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fundamental economic facts upon whieli e^rery international 
exchange of goods is built. Differences in climate, in natural 
resources, skill of peoples, efficiency and standards of life in the 
different countries of the world determine the t\'pe and amount 
of product which any selected country can export, and at the 
same time they prescribe the special character of the imports it 
requires. Inequalities in the amounts passing to and fro between 
each pair of countries are in the normal course of events. Any- 
thing else could scarcely be expected. But these inequalities 
usually balance off in the aggregate transactions of world trade 
and finance in consequence of triangular or multilateral move- 
ments of services, trade and capital. Moreover, multilateral 
trade is the means by which younger countries develop their 
productive resources ; for they obtain capital from one group of 
countries which may not desire to be paid the interest due to 
them in the form of the borrowers” goods, but, instead, may be 
willing to receive it in the form of products of a third group of 
countries w’hieh, in turn, find it convenient or imperative to have 
the commodities that are produced with the aid of the borrowed 
capital. In this way countries other than the borrowers and 
lenders share in the increase of wealth that attends the use of the 
additional capital. The many-sided trade occasioned by trans- 
actions of this kind has largely determined present economic 
structure and the distribution of economic activities among the 
peoples of the world- Reference has already been made to the 
fact that the inequalities in trade between all the separate pairs 
of countries in the world are cancelled and disappear when they 
are consolidated, and that this process of adding up the sums on 
each side of the general world balance sheet of international 
economic relations is accomplished through triangular or many- 
sided movements of services, trade and capital. It is obvious, 
therefore, that anything which interferes with the freedom of 
movement of one of these factors may damage an essential part 
of a very delicate machine which it may be exceedingly difficult 
to repair. Unfortunately, the general control and practical 
cessation of foreign investment in every country is an outstanding 
example of such interference. But alarmist movements and 
withdravrals dizring the depression of short-term funds held 
abroad by certain creditor nations have wrought even greater 
havoc ; for the countries suffering the withdrawals met them 
largely by their normal commodity exports to the creditor 
countries at a considerably reduced level of prices. They then 
had nothing left with which to buy anything from the countries 
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'which had been the other sharers in the triangular or multilateral 
trade. Thus a short circuit occurred, cutting out intermediate 
linTrg in the chain. Even when the withdrawals took the form of 
exports of gold from the debtor countries the exhaustion of the 
liquid resources of the latter led to similar results. 

If trade had been comparatively free when the change took 
place in the capital item in the balance, a readjustment would 
have been possible and the intermediate links could have been 
restored. The -withdrawals (coupled -with the cessation of capital 
exports by the creditor nations which preceded the -withdrawals) 
tended to affect the price levels of the countries involved. This, 
in the absence of trade restrictions, would of itself have altered 
the totals of exports and imports, slowed do-wn the pace of the 
machine, as it were, -without stopping it altogether. Ereedom 
to search for new markets would then have speeded it up again 
in a very short time. But the new trade barriers prevented those 
rapid adjustments in the quantities of imports and exports which 
usually occur when there is variation in capital movements ; 
for every country aimed at protecting its o-wn domestic production 
from the dislocation that might follow a rise in its imports. 
The consequence was further increases in the gaps between 
commodity prices in different countries which, in turn, led to 
additional import restrictions and to general slowing do-wn of 
trade. 

When restrictions are being imposed for the reasons just 
described, due regard has to be paid to the possibility of retaliatory 
measures. Therefore, the -vdctims are selected with care. They 
are invariably the countries in trade -with which the restricting 
country has an excess of imports over exports on consolidated 
account of goods and services. The effect of this is a reduction 
of trade balance between the two parties in question and conse- 
quent further curtailments of the opportunities for triangular 
or multilateral trade. 

Attempts to gauge the contraction in triangular merchandise 
trade since 1929 have been made by the Economic Intelligence 
Service of the League of Nations. The difficulties in the way of 
accurate estimation are considerable ; and much allowance must 
be made even when guesses are ob-viously well-founded. Of the 
general truth of the conclusions there is no doubt- The follow- 
ing table (taken from Review of World Trade, 1933), setting out the 
results of a careful examination of the trading accounts of twenty- 
two countries which together handle about three-fourths of the 
international commerce of the world, shows how the percentage 



1935] ECOSTOMIC XATIOyALTSM A2>n> rSTTEKSCATIOS-AL TKADE 639 


proportion of bilateral trade has increased during the depression 
at the expense of triangular trade. 
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This tendency is exceedingly serious for countries which have a 
h i g hly specialised production and which, therefore, are dependent 
on the sale and export of a small number of commodities. Chile, 
Greece, Bolivia and certain agricultural countries are examples. 
It is only because of triangular or multilateral trade that such 
nations can effect satisfactory balances on income and outgo 
account ; for, frequently, they cannot dispose of enough of their 
products in the countries from which they borrow in order to 
offset the payments due from them to these creditors for goods 
imported and for interest on loans. The pressure exerted on 
them, then, in consequence of the growth of bilateralism, to 
increase their exports to countries which do not want their 
products leads to low prices which, in turn, stimrdate further 
production, so that the total of receipts deemed necessary may not 
be impaired. It is in this way that the contradiction arises of 
financial distress accompanied by excess supplies of certain 
categories of goods which is so marked a feature of the present 
depression. But it would be a mistake to conclude that bilateral 
trade treaties can never benefit either or both of the contracting 
parties. This can happen "when the currencies of each are reason- 
ably free from fluctuation, when neither is greatly indebted to the 
other, e^ecially on short term, when there is mutual confidence 
in each other’s political stability and each has need of the other’s 
specialised products or is willing to purchase them. A possible 
example is the case of Sweden and Great Britain. Such instances, 
however, do not controvert the fact that other countries lose 
more than is gained by the two more fortunate nations. At the 
best such agreements merely divert trade. They can do nothing 
to enlarge it. 

VII 

What are the prospects for the future ? Will trade barriers 
disappear or be modified ? "Will all these exceptional contrivances 
for safeguarding trade balances be forgotten when the present 
emergency passes ? It is too soon yet to give an answer to these 
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questions ; but in any case the restoration of coruparative freedom 
in international trade will be slow. Until the most fundamental 
cause of all restrictions is removed — disparities in the price levels 
of the same commodities in different countries due to different 
degrees of cuirency depreciation — ^it is unreasonable to anticipate 
much progress. But at the same time it is well to guard against 
exaggeration of the extent to which self-sufi&ciency is actually a 
conscious deliberate policy of the principal industrial and com- 
mercial countries in the world to-day, and to avoid the conclusion 
that every restrictive measure on imports is actuated by con- 
siderations mainly non-eeonomic and national. On the contrary, 
it would be more correct to assume that the aims of restriction 
are to enlarge the volume of international trade as a whole, how- 
ever paradoxical this may seem. It is reasonable, therefore, to 
expect that barriers will be removed when it is discovered that 
they hinder rather than foster the attainment of this object. 

Some relaxation of the quota system has already been devised. 
There is a tendency now to use it not to place absolute limits upon 
the volume of imports but, rather, to set a maximum limit to the 
quantities of goods to which a lower scale of duties apply, there 
being reciprocal agreements that imports above this limit shall be 
admitted on a higher scale of tariffs. This plan is designed to 
avoid serious disturbance in a given price level within the import- 
ing country for each commodity coming under the scheme. It 
has been embodied in treaties between Austria and Hungary, 
Roumania and France in reference to wheat, and in several other 
treaties between countries in central and eastern Europe in refer- 
ence to other commodities. If there must be prohibitions or 
restrictions, it is fairly well adapted for the protection of the 
internal price levels of commodities whose domestic production 
is considered desirable or in the case of which there are ojB&cial 
marketing schemes which have to be nursed with care. This 
system of tariff quotas as distinct from import quotas would 
seem, therefore, to offer help to countries engaged in planning 
internal production in certain products the prices of which it is 
desired to stabilise without at the same time restricting an import 
trade which is tending to expand. But the uncertainties and the 
abuses inherent in all systems of quantitative control are ex- 
ceptionally great in the administration of any quota scheme. 
Unless there is a return in practice to the early original purpose 
of quotas, and governments refrain from using them as special 
bargaining weapons, the prospects for increasing freedom in 
international trade are none too bright. 
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In the treaty of 1860 between France and Great Britain there 
was embodied for the first time the principle of competitive 
equality in trade, or the assurance of equal opportunity to all 
friendly competitors, the principle generally referred to as the 
most -favoured-nation principle or clause. The example thus set 
was followed in the majority of trade agreements concluded since 
that date between the important commercial nations of the world. 
This led to a considerable extension of freedom of trade ; but, 
occasionallv, intensification of economic nationalist movements 
offered opposition to the simple working of the clause. It is not 
surprising, therefore, that since 1929 it has been overlooked or has 
been evaded by the institution of many new types of preferential 
trade arrangements. To the question, shall the principle be 
maintained or re-established, or is it to disappear and be no longer 
embodied in future commercial treaties, a conclusive answer 
cannot now- be given. Beasons, however, can be offered for the 
view that it will not be abandoned completely but that it is likely 
to be retained in a modified form to play a part again in the 
general liberalisation of trade. 

Even if some measure of quantitative regulation of inter- 
national trade survives the depression it is improbable that 
important industrial countries will consent to abandon the rights 
they now possess in the way of assurance, which is given them by 
the most-favoured-nation clause, of equal opportunities for their 
exporters to supply the imports required by other countries. If 
they did, their merchants would soon complain, with justice, of 
unfair and unequal conditions of competition. That importance 
is still attached to the survival of the principle and that its 
complete abandonment, therefore, is unlikely appears from the 
report of the Committee on Tariffs and Commercial Policy of the 
London Economic Conference of 1933. This Committee suggested 
modifications that might make its application more elastic and 
better suited to the changed conditions of trade in 1933. “ There 

was a general opinion,” the Committee reports, “ in favour of the 
maintenance of the most-favoured-nation clause in its xmcon- 
ditional and unrestricted form — ^naturally with the usually 
recognised exceptions — stressing the points that it represents the 
basis of all liberal commercial policy ; and that any general and 
substantial reduction of tariffs by the method of bilateral treaties 
is only possible if the clause is unrestricted, and that this method 
would avoid the constant resumption of negotiations. 

“ However, certain delegations manifested a strong tendency 
in favour of allowing new exceptions in addition to those hitherto 
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unanimously admitted, on the ground that, although the un- 
conditional and unrestricted most-favoured-nation clause does, 
under normal conditions, secure for trade the indispensable 
TYiiT>^T»nTn of guarantees and prevents arbitrary and discrinainatory 
treatment, if insisted on with too great rigidity, it may obstruct 
its own purposes in a period of crisis and difficulty such as we are 
now passing through.” 

An additional exception of importance which, however, has 
not yet won general acquiescence was suggested by the American 
delegation to that liondon Conference and repeated at the Pan- 
American Conference in the following December. The proposal 
was that, under certain conditions, the benefit of multilateral 
pacts for the reduction of trade barriers which are open to adher- 
ence by all countries should not be claimed by non-participating 
countries. The general underlying idea is that if collective 
agreements are made among groups of countries which are pre- 
pared to reduce barriers to trade between themselves, other 
countries not willing to imdertake the same obligations should not 
benefit by such pacts merely because they have general most- 
favoured-nation agreements with some of the participants. 
Piigidity of interpretation of this kind has held up several Danubian 
pacts which aim at closer economic relations between countries 
in central and eastern Europe. Perhaps, too, it was responsible 
for the breakdown of the Ouchy Convention in 1932 between 
BLoUand, Belgium and Duxemburg. It will not be easy to get 
a general informal understanding among nations that they should 
not press their claims unreasonably and so destroy the chances of 
success of all collective agreements for the reduction of trade 
barriers. There are signs, however, that such an understanding is 
not impossible of attainment. This is fortunate ; for on it will 
depend the future successful working of the most-favoured-nation 
clause. 

The favourable attitude towards the problem of the most- 
favoured-nation clause on the part of the London Conference 
Committee on Trade and Commercial Policy was only one of 
many indications that the delegates on that occasion were ready 
to recommend a definite reversal of the worst of the restrictions 
now hindering trade. There could not but be general agreement 
that the unsettled monetary situation, which called for stabilisa- 
tion and general adjustment of international financial relations, 
was the most fundamental of the problems demanding solution 
and that, failing success here, no useful purpose would be served 
in proceeding with discussions on the removal of the ordinary 
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barriers to trade. When, therefore, it became apparent that 
agreement concerning currency stabilisation was impossible, 
owing to the reluctance of certain governments to give up the 
power of control over internal price-levels which they considered 
currencies unlinked to gold conferred upon them, there was no 
option left to the representatives of other governments except to 
decline to enter into either short-term or long-term undertakings 
concerning trade policy and related questions. But it is important 
to note that there was a fairly general consensus of opinion that 
the shrinkage in world commerce was due to a considerable, 
although an undefined, extent to high tariffs and all the other 
barriers, such as quotas and exchange control, which had been 
devised since 1929. 

In accordance, then, vdih this general feeling, in order that 
there might be a favourable atmosphere for international discus- 
sion and for possible concerted action, a customs truce was agreed 
to, which embraced countries handling fully nine-tenths of the 
trade of the world. The deliberations of the Committee, as far 
as they went, indicated agreement, on the part of the responsible 
representatives of most governments, with liberal views on trade 
policy and with the opinion that restrictions generally were 
undesirable. But it is one thing to express adherence to an ideal, 
and another to make sacrifices in its pursuit; and there is no 
doubt that the breakdown of the Conference on the monetary 
problem brought relief to the embarrassed trade delegates of more 
than one nation. It was demonstrated, however, that it is only 
through international conferences of this kind that progress can 
be looked for in the straightening out of the present tangle of 
barriers to trade. 

The failure of the Conference led to immediate denunciations 
of the tariff truce and to a temporary reaction in favour of 
additional restrictive measures. Further meetings for discussions 
on trade policy ought not to be convened until currencies are 
reconstituted upon firm and permanent foundations ; for mutual 
suspicions that trade concessions may be rmdermined by currency 
manipulation create an unfavourable atmosphere for fruitful 
deliberation. 

While the prospects for general international agreement to 
scale down tariffs and remove other barriers do not offer hope for 
early action, regional agreements carefully chosen as starting- 
points may indicate the path to continuously widening areas of 
comparative freedom of trade. Reference has already been made 
to the proposed Banubian pacts and to the Ouchy Convention 
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of 1932 which failed through the insistence of the stronger nations 
on their rights under the most-favoured-nation clause. W^here, 
however, important and influential nations are concerned which 
can command the ac< 5 [uiescence of weaker nations in less rigid 
interpretations of this principle of competitive equality much 
progress is possible. Perhaps the Ottawa agreements of 1932 in 
which Great Britain, her colonies and self-governing domiinions 
all participated are a case in point. But if these Ottawa pacts 
illustrate the possibility of a wide extension of areas enjoying 
comparatively unimpeded trade they also clearly indicate the 
underlying conditions necessary for success. There is no need, 
here, to review the results of the Ottawa Conference and assess 
its value to the mother country and to the dependencies. But it 
would not be easy to refute the criticism that this series of trade 
agreements between the several parts of the British Empire have 
been trade-diverting rather than trade-enlarging in their eflects. 
Moreover, they demand sacrifices on the part of some of the 
participants which in the long run may prove to be intolerable. 

Certain historical analogies are instructive. Nineteenth- 
century Europe offers examples of several movements in which a 
number of small contiguous independent countries formed a 
customs union, within which trade was largely free, and so built 
up an economic unit better balanced than any of the constituents 
singly could ever hope to be. The German States in 1830 came 
together in this way and abolished tariffs over a wide area in 
central Eizrope where, previously, there had been more than a 
score of States large and small. Unfortunately such movements 
are never wholly, perhaps not even principally, economic; for 
they have their roots deep in national sentiment. Economic 
union, therefore, has been followed by political union, just as the 
establishment of a powerful consolidated homogeneous kingdom 
in France followed the abolition of provincial tariffs there in the 
eighteenth century. It is the feeling or suspicion that there is 
this tendency for political union to follow customs agreements 
among neighbouring states with similar cultural institutions which 
inspires opposition to the proposed Uanubian pacts and other 
trade conventions in central and eastern Europe. It may be that 
the tendency does not work in the reverse direction and that the 
growing independence of units which have hitherto been in close 
political union is shown in their determination to assert themselves 
in the economic sphere. It may also be the case that it is felt 
that a measure of economic independence or self-sufficiency is 
necessary for the proper enjoyment of the newly granted political 
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independence. WTiiehever is true, the attainment of real economic 
unity in the British Empire will not be an easy task. 


It will now be abundantlv clear that the short-term influences 
making for economic self-sufficiency draw much of their inspira- 
tion and derive most of their impetus from instability of currencies 
and the unforeseen and violent movements of prices which always 
accompany unstable standards of value. The first and most 
pressing problem, therefore, is that of currency stabilisation ; for 
on its solution depend not only the disappearance of those novel 
and harmful restrictions on international trade already examined, 
but also, which is much more important, full economic recovery 
everywhere throughout the world. That must be the excuse, if 
one were needed, for a glance at some of the considerations bearing 
on the choice of policy to be pursued in connection with this 
general question of currency reconstitution. 

It will be remembered that the principal cause of the failure 
of the World Economic Conference of 1933 was the realisation 
that it was not then possible to secure agreement even among the 
more important nations, much less the general consent of repre- 
sentatives of all the countries present, on a programme of currency 
stabilisation. Much has happened since then, and more than one 
nation has discovered how to contrive a more even balance on 
income and outgo account through the medium of a currency 
freed from gold which can be manipulated so as to ward off awk- 
ward price movements at home and the immediate need for internal 
economic readjustment. It is probable, therefore, that if another 
world conference were to meet now, general agreement concerning 
action would not be any easier to obtain than it was two years 
ago. This, however, ought not to interfere with joint or single 
action on the part of some of the financially stronger nations whose 
lead the weaker would necessarily have to follow. Indeed, the 
latter, during a period of international monetary chaos like the 
present, can indulge without much hurt to themselves or the rest 
of the world in experiments aimed at self-sufficiency and permit 
fluctuations in the external values of their currencies without 
serious repercussions elsewhere. But the fluctuations of the rates 
of foreign exchange in the large and influential financial centres 
are very damaging to international exchange and it is a mistake to 
assume that such movements necessarily produce equilibrium. 
Experience here reinforces theory in demonstrating that the 
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contrary is almost certainly true and. that they cause more dis- 
location than they cure. It is evident that it is only by an inter- 
national monetary standard of some k i n d permitting of stability in 
foreign exchange rates that the temporary excesses in the trend 
towards economic self-sufficiency can be cured and pro^erity 
restored. 

If this be granted and if agreement in the re-establishment of 
an international standard is not to be looked for immediately, the 
case for single-handed action by Great Britain is considerably 
strengthened. We have most of any country to lose by a per- 
manent shrinkage in international trade, and the position of 
London as a leading world centre of finance carries with it much 
prestige and considerable responsibility, a fact as important in 
matters political as it is in matters economic. The question, then, 
can be put very simply, although it is not equally easy to supply 
an answer. Which is to be the policy of this country if and when 
it decides to give a lead to the rest of the world — stabilisation on 
gold or stabilisation on sterling as a paper pound ? 

The latter makes a more cogent appeal to thoroughgoing 
economic nationalists than the former. Bor this there are many 
reasons. Reference has already been made to the most important 
— the greater control over its domestic economy which is pos- 
sessed by a government whose monetary system is not intimately 
linked to a general international standard in the way demanded 
by a general foundation of gold. Of less significance are the 
difficulties which would ensue from the correction of the present 
maldistribution of gold. These, it is felt, would involve retreat 
from positions of self-sufficiency which have not yet been con- 
solidated and which, if lost, could only be recovered in a future 
crisis or depression. Further, it is pointed out that important 
countries, including Great Britain, have for some time worked an 
exchange system without the use of gold and that the experience 
gained demonstrates the possibility of avoiding all the difficulties 
which accompany the working of the gold standard, especially 
those due to variation over long periods in new supplies of the 
metal and the occasional maldistribution of general stocks which, 
it is asserted, can never be effectively avoided. It is only by 
stabilisation on a ste rl i n g paper basis, therefore, the argument 
continues, that Great Britain (and the world) can escape another 
economic crisis in the course of time. 

The case against stabilisation on a paper basis rests primarily 
on prudence and expediency. The insulation from exd;emal 
economic influ ences so desired by the nationalists is a dangerous 
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privilege for which a very high price has invariably to be paid. 
Further, monetary management on a paper standard demands 
constant vigilance, a continuity of policy and a trust in the 
moderation of governments which few people are willing to 
concede. Most important of all is the fact that the world is not 
yet ready to abandon an international standard based on gold. 
The problem, therefore, is not whether to return to gold, but when, 
and on what terms. 

To the question “ when ” the answer at first sight appears to 
be definitive — not until there is a general state of equilibrium 
between the price levels of the important commercial countries 
of the world. As long as sterling is undeiwalued as regards the 
currencies still on gold and uncertain, probably overvalued, as 
regards the dollar, stabilisation is undesirable. It would merely 
repeat the disastrous consequences of the mistake of 1925 . But 
here there is a vicious circle. It is uncertainty with regard to 
the futures of currencies and, predo min antly, of sterling which is 
the main cause of the lack of harmony between foreign exchange 
rates and the price relationships of the leading countries. Until 
there is assurance concerning the future gold basis of sterling 
equilibrium between price levels is unlikely to ensue merely as a 
consequence of market fluctuations in rates of exchange. Rather 
than rely, therefore, on price levels, which are so much the play- 
things of doubts, alarms and apprehensions, to bring exchange 
rates into harmony with one another it would appear the better 
course partly to reverse the process, stabilise sterling on a gold 
basis tentatively, and by maintenance of steady sterling exchange 
rates look forward to internal prices elsewhere adjusting them- 
selves to the new situation thus created. There is little to be 
gained by waiting on further developments before initiating such 
a plan. On the contrary, delay is adding to the difficulties that 
will be encountered whenever stabilisation on any basis is ulti- 
mately attempted ; for the present downward trend in sterling 
creates trouble for countries financially weaker than Great Britain, 
encourages competitive currency depreciation and further curtails 
the volume and value of international trade. 

If the case for early stabilisation, then, be granted, the imple- 
menting of the policy calls for a very careful, gradual and tentative 
approach. Anything in the way of a full and immediate restora- 
tion of the gold standard is impracticable ; but the preliminary 
steps required should not present serious difficulties. It is not 
proposed now to enter upon a detailed examination of those steps 
or of the further steps involved, and the degree of co-operation 
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wliietL may be needed, from tbe central banks of tbe United States 
of America and tbe leading gold countries in Europe. Neither is 
it necessary to discuss tbe part wbicb migbt conceivably be 
played by tbat recent addition to tbe macbinery of tbe London 
M!oney Market, tbe Esrcbange Equalisation Account, in con- 
solidating and maintaining tbe new situation wben a d,e facto 
becomes a de jure stabilisation. It is sufficient to register tbe 
conclusion tbat until tbis task is performed tbere will be con- 
tinued encouragement to ill-timed attempts to attain and maintain 
economic self-sufficiency, to tbe detriment of full recovery in 
international trade tbrougbout tbe world. 

J- Gr. Smith: 

ZJriiveraity of BirnhingJiam. 



THE FIXAXCIAE AXD ECOXOmC RESULTS 
OF STATE COXTROL IX AGRICULTURE ^ 


The changing practices, derived, from scientific progress, 
observable in post-war British agriculture, have upon recent 
occasions been described and discussed by this Section of the 
Association. It seems, therefore, not inappropriate now to draw 
attention to some other aspects of the industry which can claim 
to be fundamental in any appraisement of our rural complex and 
have also special relevance when we meet in such a centre as 
Xorwich. I refer in particular to its financial and social economy 
as well as, more generally, to its present-day bearing upon other 
human activities, all of which have, as a direct result of State 
action, suffered great changes. And here, may I explain that in 
the title of this address the term “ Control ” has designedly been 
substituted for the arguably more correct “ Intervention ” or 
the defensible “ Assistance,” for none can aver that the policies 
and activities of those engaged in primary production are now as 
spontaneous and untrammelled as they would be had not succes- 
sive Administrations, in order to counter exigencies of varying 
magnitude, visited agriculture, as Zeus visited Eanae, in “a 
shower of gold ” — ^I borrow the simile of a well-known politician. 

Before attempting to estimate the results accruing from the 
policy each represents, I propose to enumerate, and, as far as 
possible, to assess the total cost to the State of the various reliefs 
and disbursements of an eleemos 3 rnary character that these post- 
war years have witnessed. I do not apologise for this, as I feel 
confident that a large majority even of the agricultural community 
does not appreciate the weight or the diversity of these aids. 

First must be placed the direct, recuarrent and non-recurrent 
grants. Chronologically, in the forefront of the former comes the 
Com Rroduction Acts (Repeal) Act, which, in 1921, resulted in 
the pa 3 nnent of over eighteen million pounds to the growers of 
wheat and oats in Great Britain. By this means some three- 
quarters of all the occupiers of agricultural land received £3 and 
£4 per acre respectively, or an average of about £80 per head, 
for the crops in question raised that year. Additionally, a further 
million pounds was deflected to the furtherance of rural education 
and research. 

^ Extracted, from tlie Eresidential Address to Section M of tlie Eritisli 
Association, JN'orwicti, 1935. 
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The STihsidising of sugar and. molasses derived from home- 
groTvn beet — ^nowadays a much-discussed product — will, with 
the perfectly legitimate inclusion of the concurrent Excise remis- 
sions, during the eleven years of its existence have cost the 
taxpayer slightly over £47,000,000. At this stage, I will say 
nothing in regard to the proportionate distribution of that vast 
sum between farmer and factory, nor will I comment upon the 
very debatable economic repercussions affecting sugar refiners, 
foreign cane and beet producers, British shipping interests, or 
home road and rail services. The benefits derived fcom the 
introduction of this crop into our farming economy have been 
undeniably great, but the spectacle of two hemispheres subsidised 
to compete for an over-stocked market is a remarkable one. 

The redemption of a solemn war-time undertaking to settle 
ex-Service applicants upon small-holdings caused the expenditure, 
through the meditim of the County Councils, of £15,250,000. 
The precise cost to the State of establishing the 17,000 persons 
in question is extraordinarily difficult to assess, but I am indebted 
to fidends at the Ministry of Agriculture for the following informa- 
tion. Some nine-tenths of the sum was advanced by the Public 
Works Tioan Commissioners, and the high rate of interest on post- 
war borrowings, coupled with an excessive cost of equipment, 
accounts for the resultant excess of annual expenditure over 
annual income. This long-term commitment will, by the final 
year, 2003, have aggregated some £40,000,000. As the Ministry 
is in reality paying interest, but not the charges upon the loan, 
the overall average annual deficiency payment will be £565,000, 
equivalent to £34 for each small-holder. At the present time the 
charge is some £800,000 per annum — ^in 1950 it will be £700,000. 
The weight of such protracted liabilities, both from the national 
and the personal aspect, is apt to be overlooked, and, remembering 
the economic hardships to be faced, it is perhaps fortunate that 
less than half the would-be settlers waited for land. 

The Eorestry Commission will, under two separate pro- 
grammes, have expended in fifteen years just under £6,000,000. 
This is, in effect, a variant form of long-teirm subvention that 
will shortly begin to yield substantial returns as the Commission’s 
properties become commercially remunerative. 

The cattle and milk subsidies officially represent in part 
contingent liabilities which are to form claims upon any levies 
that may hereafter be collected upon imported meat and upon 
the future resources of the Milk Marketing Board. Even, 
however, if we accept as certain such repayments, there remain 
non-returnable State contributions, amounting in the year 
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1934—35 to £1,600,000, designed to improT-e the quality of milk, 
to provide for its sale at reduced rates to schools, and to assist 
in the production of manufactured grades. During twelve months 
ending last June, £2,924,000 had been spent on the beef subsidy, 
which now averages £330,000 a month. 

The various post-war measures by which credit has been made 
more jBreely available to the industry have caused what would, 
in normal times, have been regarded as heavy expenditure. 
Under the Agricultural Credits Act of 1928, a State subscription 
of £10,000 per annum was guaranteed to the Agricultmal Mort- 
gage Corporation, and this piece of legislation, together with the 
previous Trade Facilities Act, has led to the granting of loans 
exceeding a million in amount. 

While it was implicit in the Wheat (Quota) Act that no 
expense should fall upon the Exchequer, the corollary of an 
enhanced price for British wheat now calls for annual pa3rments 
exceeding £7,000,000, and it is clear that the “ deficiency pay- 
ments ” themselves have, up to now, been worth to the producer 
somewhat in excess of £4 per acre of wheat. If the whole charge 
is deflected to the wheat-eater — ^which it is claimed is demonstrably 
not the case — the extra expenditure per household must be in 
the neighbourhood of 15a. per annum, or, say, 3^. per week. 

It is with the greatest dif&dence and hesitation that I 
countenance the possibility of combining under one head these 
recurrent or terminally fixed payments, for they vary so greatly 
in their characteristics and in the relative exactitude with which 
they can be assessed, but I may hazard the suggestion that, to 
the taxpayer, their gross weight, exclusive, of course, of the 
“ wheat deficiency payments,” has during the last fifteen years 
exceeded £90,000,000, or an average of £6,000,000 per annum — 
say, 5s. for every acre of crops and grass in England and Wales : 
a very disproportionate share has, however, rightly been deflected 
to the arable districts. As will be indicated shortly, the actual 
sums expended in recent years, due to the incidence of meat and 
milk grants and the expansion in beet acreage, have been twice, 
or even two and a half times, this over-all average. 

!Next come the annual State disbursements of ever-widening 
range, made through the medium of official and semi-official 
bodies, that represent an aggregate sum which would, in pre-war 
years, have elicited astonishment. Owing to the number of 
different heads under which the relevant votes fall, it is extremely 
difficult to determine the total sum thus expended, but at the 
present time it clearly exceeds £2,500,000 per annum, and ranges 
from capital grants for building extensions to the establishment 
No. 180. ^VOL. XLV. TTTJ 
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of tecbclimg posts and the provision of a complete system of 
agriculttixal scholamhips, while, too, whether directed to the 
Outer Isles of Scotland or to the English countryside, it amelior- 
ates the life of the peasant. 

The addition of the last-mentioned item will, in such a year 
as the last, bring the grand total of current payments — again 
exclusive of “ wheat deficiency grants ” — ^to over £15,500,000 
per annum, which large sum it must, however, be admitted, 
represents barely 2 per cent, of the nation’s Budget. In 1913—14 
the amount corresponding to the above-mentioned £2,500,000 
was £900,000, which, like it, was expended through the Board 
of Agriculture, the Scottish Department of Agriculture, and the 
Development Commission. Drawn from a Budgetary expenditure 
of less than £200,000,000, this figure is not only widely disparate 
to that recorded above, but, fantastically, apart from the de-rating 
contribution, it represented the then total national outlay upon 
the industry. 

In view of the fact that grants-in-aid may, from the standpoint 
of recipients, be very different from that of the taxpayer, it will 
naturally be asked what proportion of the above financial assist- 
ance has reached those actually engaged in farming operations. 
The answer would appear to be as follows. The whole of the 
wheat and oats subsidy of 1921 was received by cultivators, as 
are now the “ deficiency pajnnents ” under the Wheat Quota 
Act, which, with scarcely any loss, balance the “ quota ” charges 
on flour. The sugar-beet subvention presents an extremely 
difficult problem, which the Greene Committee of Inquiry avoided 
answering beyond saying that, in 1934—35, its cost was equal to 
£17 an acre. While boldly venturing into this controversial field, 
I should perhaps first refer to the suggestion, sometimes made, 
that, with an average net cost of production — always extremely 
elusive to determine — of some £13 or £14 per acre and cash 
receipts of £19 per acre (on a beet price of £2 per ton), the factories 
would, in the event of the subsidy being withdrawn, increase their 
contribution to the price from £2 to £4 per acre and that, there- 
fore, the gross value of this assistance can be reckoned as high as 
£15 per acre. A second possible method of evaluation rests upon 
the assumption that the difference between the cost of production 
and the average return of £19 represents the subsidy’s value. 
Such a differential would be some £5 or £6 per acre (including the 
value of by-products), which, of course, excludes any advantage 
derived by the worker owing to enhanced wages. Yet another 
theory, strongly Protectionist in character, insists that, in effect, 
the home producer is not being subsidised at all until his rates of 
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benefit exceed those provided for his most favoured Imperial 
competitors; this basis would give a value of £6 per acre. To 
me it seems plausible to hazard the suggestion that, despite various 
difficulties associated with rates of exchange, the fairest method 
is to attempt to locate the difference between the average of world 
beet prices and of those ruling domestically. I arrive thus at a 
present-day world value of 25s. per ton, compared with 40^. 
for the internal price, which gives a difference of lo-s., or, with a 
3 rield of 9-5 tons, of £7 per acre. This, then, is the figure I propose 
to use in connection with certain tabular statements that follow. 
Incidentally, all the methods enumerated above, except the first, 
give results that correspond closely with the widely spread 
empirical belief that one-third of the gross State expenditure 
has reached the farmer and his employees. 

It is obvious that, in the case of beef, the 5s. per live cwt., or 
average sum of approximately £2 10a. per beast, represents a 
clear addition to the impossibly low prices that would otherwise 
have been secured ; the failure to occur of an anticipated rise in 
prices led, incorrectly, to the claim that middlemen had absorbed 
these grants. Admittedly, the consumer is paying more for his 
milk, and the distributor is enjo 3 ring no smaller margin, "while in 
this trade the producer can point to a guaranteed outlet rather 
than to substantially enhanced prices as the principal result. 
Sums devoted to afforestation, the provision of small-holdings, 
and, to a certain extent, sugar-beet, have percolated to many 
grades of cultivators — ^actual or potential — but a small proportion 
has doubtless remained with owners, who find land values 
improved thereby, while certain ancillary trades, e.g. transport 
and building coiastruction, have been provided with augmented 
outlets. I’ew of the grants have failed to provide additional 
employment or at least to prevent diminution in the numbers 
of wage-earners. 

When one turns to investigate the truly remarkable reliefs 
from the “ burdens ” — ^both statutory and non-statutory — which 
have been implemented during the last ten or twelve years, one 
finds tax-, rate- and tithe-payer all affected. By the Agricultural 
Bates Act of 1923, which halved the contribution of agricxdtural 
land (already, under the provisions of the 1896 Act, reduced by 
50 per cent.), the Exchequer thereafter handed over to the local 
authorities of Great Britain an annual sum exceeding £3,800,000 ; 
this, of course, was in addition to the £1,320,000 per annum 
falling due under the Act of 1896. In 1925 the derating of 
agricultural buildings necessitated a further contribution, amount- 
ing to £700,000 per annum. In 1928 the remaining quarter of 
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local taxation falling upon land, representing £4,132,000, was 
remitted. The occupiers of agricultural land and building in 
Ehigland and Wales alone have, by these means, been relieved 
of payments which would, in recent years, prior to the readjust- 
ment of the Block Grrant system, have amounted to about 
£16,000,000 per annum, equivalent to an average of 125. per acre ; 
rather more than half (£9,000,000) of this sum must have come 
from the pockets of the taxpayer, the bulk of the remainder being 
charged upon non-agricultural ratepayers. It may be recorded 
that this relief represents some £40 per “ average ” holding, or 
£50 per occupier per annum. Similar remissions and reliefs have 
been accorded in Ireland, where, in the case of the Free State, 
it has been calculated that payments from farmers have been 
reduced by £2,000,000 per annum ; in Scotland £800,000 has been 
remitted to landlords and £150,000 to tenants. 

Even taking into consideration the recent slight fall in the 
poundage of local rates, it is true to say that, in the aggregate, 
reliefs from rating must, in Great Britain, represent some 
£16,000,000 per annum. Whatever theory may postulate, or 
particular interests suggest, there is now no evidence, any more 
than was the case on previous occasions, that, as rates were 
remitted, agricultural rents rose, so the full concessions have been 
enjoyed by their intended beneficiaries. 

Biightly classified as a ** productive industry ” under the 
general derating scheme, agricultiire secured yet a further con- 
cession, assessed at £800,000 per annum, in the shape of preferential 
rates for rail transport applicable to certain types of produce. 

Finally, in approaching the vexed and even hazardous topic 
of tithe, all interests will perhaps allow me to state that, by the 
legislation of 1918 and 1925, landowners have been relieved of 
payments which, had this charge been permitted to pursue the 
course dictated by the then existing legislation, would up to date 
have involved them in an additional contribution of £11,000,000. 
As the whole subject is, as it were svh jvAice, I will only throw 
out the suggestion that, had some form of sliding scale, indicative 
of variations in the purchasing power of money, been retained in 
the last Act, the difficulties experienced by both owners and 
payers might have been much reduced. The pegging ” of tithe 
has, of course, relieved only those farmera falling within the 
category of owner-occupiers. 

Having now enumerated the principal ad hoc payments and 
remissions secured by British agriculture, and attempted to 
indicate their ultimate distribution as well as their cost to the 
nation, it is only reasonable that I should refer to certain factors. 
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State-dictated, that figure upon the other side of the rural balance- 
sheet. The first of these was the re-establishment of the statutory 
Wages Boards, w’hieh, by raising rates of remuneration above the 
level existing prior to 1924 (under the voluntary system of 
Conciliation Committees) to the extent of slightly over 6s. per 
week, have caused an addition of £10,250,000 to the annual cost 
of labour in England and Wales (itself representing one-third of 
all outgoings), which in turn is equivalent to some 8s. per acre 
over-all and may, in the arable districts, easily exceed 125. per 
acre. Real wages, due to a steadj' fall in the cost of living, 
synchronously advanced. Secondly, our, as it proved to be, 
premature return to the Gold Standard in 1925, by raising the 
value of the sovereign some 5 per cent., also, for a period, militated 
to the extent of another lOa. per acre against the farmers’ returns ; 
it is fair, however, to point out that in its incidence it was not 
peculiar to the industry under discussion. 

Ignoring for the moment any consideration of the financial 
advantages derived from import duties or from the avowedly 
price-raising quantitative control of home-produced and imported 
commodities, it is now possible to strike a general balance based 
on the principal, and still effective, of all the foregoing items in 
their reaction upon the producer. At levels current now or in 
1934—35, it reads, for Great Britain, approximately as follows : 


Credit. Debit. 


Wheat “ deficiency pa 3 anents ” . 
Sugar-beet subsidy (calculated at 
£7 per acre) .... 
Meat subsidy .... 
Milk grants .... 
Small-holdings and allotments 
Afforestation .... 
Ministry of Agriculture, Scottish 
Department and Development 
Commission .... 
Bocal taxation reliefs 
Wages Boards .... 
Net Gain . . . . 


£7,180,000 1 

£2,820,000 2 
£3,300,000 3 
£1,600,000 ^ 
£900,000 
£450,000 


£2,500,000 

£15,000,000 

£23,500,000 


£10,250,000 


^ Cereal year ending September 1934 (ofiQcial estimate for 1934—35 = 
£6,865,000). 

‘ Year ending Maxcb 1935. 

* Calculated for year ending September 1935 : future commitments estimated 
at £4,000,000 per annum. 

* Year ending Marcb 1935 : exclusive of returnable advances. 
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In reviewing these figures, it must be remembered that the 
official index-number applicable to agricultural commodities 
produced at home now stands at only some few points above the 
1911-13 parity, while, with labour costing double what it did in 
1914, and the price of many requisites increased by 60-70 per cent., 
the weighted average cost of production lies in the region of 60 
per cent, above the 1911—13 level. The margin to be bridged, 
therefore, exceeds several times over the credit balance revealed 
above, which, in round figures, may be taken as equivalent to 
some 15s. an acre. 

It wifi perhaps be appropriate if I also illustrate by local 
example, derived fi-om such a typical arable area as ISTorfolk, 
the results of State assistance. This is the soil which, in ancient 
times, according to that great Norwich medico -antiquary. Sir 
Thomas Browne, protected certain “ minor monuments jBcom the 
drums and tramplings of three conquests.” It has subsequently 
had to endure a similar number of economic assaults upon its 
own productivity. Here, in 1934, the 990,000 acres of farmed 
land derived, in round figures, the following major pecuniary 
advantages : wheat “ deficiency payments ” (calculated on the 
Wheat Commission’s official basis of 3a. 11*074(Z. per cwt.), 
£436,000, or £3 16a. for every acre grown; rating reliefs (at 13a. 
in the pound on agricultural land and buildings), £650,000 ; the 
sugar-beet subsidy brought into the county some £1,617,000, of 
which, dare I say, utilising my previous basis of £7 per acre, 
£666,000, therefore, reached the producer ? The meat subsidy, 
together with the grants directed towards education, small- 
holdings, afforestation, and so forth, must have amounted to 
at least £200,000, or 4a. per acre. We arrive, then, at a total of 
£1,962,000, or, say, £2 for every acre in agricultural utilisation. 
Prom this must be deducted £696,000, or 12a. per acre, as a result 
of the increased rates of remuneration ordained by the Wages 
Board, leaving a nett gain of £1 8a. It is a curious coincidence 
that sugar-beet benefits and wage increments should so nearly 
cancel one another out, for it has been repeatedly claimed by 
East Anglian farmers that the former were entirely absorbed by 
the imposed higher cost of labour. 

When it is borne in mind that the over-all per-acre value of our 
soil products is barely £8, and that it may cost £7 10a. to raise 
an acre of wheat, £4 10a. in the case of seeds hay, and £30 in 
that of potatoes, the advantages derived are, if not striking, at 
least appreciable. Statistically, the resultant changes in Norfolk 
agriculture are not unexpected. Wheat is now back to its' pre- 
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■war acreage, while (regulated) potatoes and the fruit areas have 
increased; the other, and unsubsidised, cereals have declined, 
while sugar-beet has largely supplanted turnips and mangolds. 
Milch cattle are more than 50 per cent, above their pre-war 
numbers, the sheep population is only two-thirds of what it was, 
but pigs, beneficiaries under the new regime, have practically 
doubled. The arable land has not been reduced disproportionately 
to the national loss attributable to the demands of a more mobile 
and discriminating urban population. It is probable that 
increased mechanisation, as much as financially dictated stafi 
reductions, has been responsible for the withdrawal of some two 
thousand whole-time male employees during these foxirteen post- 
war years. 

Norfolk may, indeed, be taken as illustrative of the recent 
post-war tendencies exhibited by the country as a whole, and 
frequently unappreciated by the man in the (urban) street. They 
are as follows : a slight increase in the physical output of the soil, 
a decline in arable area, which would undoubtedly have been much 
larger but for the grants-in-aid directed to specific crops ; a 
marked transference from the production of feeding-stuffs to 
that of sale crops ; a reduction in the number of workers, 
accompanied by a greater output per person employed ; and a 
redistribution between the different classes of live-stock, which 
still account for three-quarters of the total agricultural output 
expressed in terms of money. Nationally, there has occurred a 
very marked augmentation in the consumption of Imperial as 
opposed to non-imperial supplies, together with an increase in 
the per caput consumption of the more expensive foods. 

Of the expenditure which has brought about these results, 
landowners have, directly, received little, and their position has, 
owing to permanently enhanced costs of maintenance and repairs, 
continued to deteriorate. Tenant-farmers have, by it, been 
enabled partly to bridge the gap that would otherwise have 
rendered them impotent to function as producers. The economic 
betterment of rural workers can best be measured by recording 
that their weekly wages now stand at some 75 per cent, above 
the pre-war level, while the cost of living index-number remains 
in the region of 40. Remembering the immovable attitude of the 
administration, and also the public apathy of forty to fifty years 
ago, and knowing the terrible situation that faced their pre- 
decessors yet a century earlier, the present representatives of 
what is justly one of the most famous agricultural counties in 
England, must surely feel encouraged by these tangible signs of 
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support to continue tiieir efforts to escape from tiie d.ar!kness 
of depression into the light of returning prosperity. 

Let us now leave the subject of direct jfinancial impacts and 
benefits, resultant upon State action, to be weighed according to 
individual opinion, and consider the repercussions attributable 
to bi gber policy which involve economic and fiscal adjustments 
often extraneous in character. The precursors of marketing 
reform on the grand scale emerged in the shape of the Horti- 
ctdtural Produce Act of 1926 and the “ Rings ” Act of 1927 
(both of which attempted to strengthen the position of the farmer 
in regard to the sale of his produce), extension of the C.O.R. 
system, and the setting up of the “ National Mark ” — all these 
supplemented the Empire Marketing Board’s policy of con- 
centration upon the business functions of the producer. The 
cost of that Board during its short life (at first a million per annum, 
subsequently reduced to half that figure) was small compared 
with the incipient value of its work, which clearly paved the 
way for the far more ambitious operations of the Agricultural 
Marketing Acts. By the latter legislation our internal policy 
was completely altered, and over-riding powers were conferred 
upon proved majorities to transfer, withhold, process, or otherwise 
dispose of, “ regulated products ” in order to control output, with 
the economic sv^gestio falsi that, if fully successful, such a price- 
raising system would merely readjust profit margins between 
farmers and intermediaries without raising prices to consumers. 
When, however, it became apparent that unrestricted supplies 
from overseas were effectively paralysing the original (1931) 
Marketing Act, its successor was passed which gave to the Board 
of Trade full powers quantitatively to control imports of any 
agricultural commodities already subject to the provisions of the 
former Act. 

The delicate “ gentlemen’s ” (but not necessarily economists’) 
agreements, soon sought with the Scandinavian group of countries, 
and with certain South American producers, in the hope that their 
eaports might be cut down to the required figures — ^generally 
eapressed as percentages {circa 60—90) of some basic year or 
average of years — were not always easy to conclude. Trade 
agreements or Ottawa pledges will have prevented, in the case 
of certain articles — e.g. milk, meat and dairy produce — ^the 
introduction until this, or even the next, winter of such under- 
takings with some foreign countries and with several of our own 
Do m i n ions and Dependencies. With import duties also imposed, 
in 1932, upon_a’ majority of agricultural and horticultural com- 
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modities, including one on foreign wheat at 2^. per 480 lb., and 
10 per cent, ad valorem on foreign flour, our Pree Trade principles, 
zealously guarded since 1846, were jettisoned and “ the people’s 
food ” was taxed indeed. 

It is extremely difficult to estimate in terms of money the net 
results of a “ planned ” agriculture at home, combined with 
reduced non-imperial imports, but, during the second reading of 
the 1933 Marketing Act, the Minister of Agriculture claimed that, 
as a result of past policy, “ We shall be able to show that we have 
secured a rise of 20—30 per cent, in wholesale prices without a rise 
of more than 1 or 2 per cent, in retail prices.” On the other 
hand, the Ministry’s official A-gricultural Statistics^ 1933, Part II, 
p. 99, reads as follows : “ In the flrst six months of 1933 the 
monthly numbers were between 11 and 15 points lower than 
the year before. Later, however, there was a recovery, and in the 
last quarter of the year the index was 7 points or more higher than 
in the corresponding months of the previous year, while a margin 
of 6 to 7 points was maintained throughout the first quarter of 
1934,” The figures in question, of course, refer to commodities 
sold off farms (estimated at £222,000,000 in 1932—33) and are, 
therefore, wholesale. Luring the last year they have averaged 
some 7 to 8 per cent, above the level of 1932 and 1933. This, 
for Great Britain, is equivalent to an aggregate rise of £15,000,000 
to £17,000,000 in producers’ receipts as compared with Mr. Elliot’s 
implied rise of £44,000,000 to £66,000,000. If we feel justified in 
ascribing the whole of the officially recorded increase to the 
influence of the Marketing Acts and their supplementary legis- 
lation, this is the. sum that must be added to the grand total 
(£23,500,000) of subsidies and reliefs previously enumerated, for 
the new policy is supplementary to the old — ^based upon long- 
term grants — ^which of course continues side by side with it. We 
thus arrive at a figure approaching £40,000,000 as representing 
the cumulative annual benefits derived from the three policies, 
viz. grants, remissions and augmented prices. The new method 
is far more potent than the old, and, although it is arguable to 
what extent, if any, middlemen’s returns have been affected, it 
concerns most intimately the consumer. The direct taxpayer, 
it should be emphasised, has thereby gained a measure of respite 
at the expense of the indirect. 

Including these price- and quantitative control devices, the 
home market is now in possession of an almost complete battery 
of economic weapons. So far, that is to say during the last three 
years, the result has been seen in this relatively small rise in the 
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(wliolesale) price of its products, accompanied by a considerable 
increase in the proportions of Empire, at the eaqpense of foreign 
consignments. This has been accomplished at the cost of a 
growing dependence upon outside direction and some espansion 
in the numbers of pemons ancillary to the industry. Forms to 
be completed, contracts to be signed, instructions to be obeyed, 
inspections to be suffered — ^these are the penalties of a planned 
and a regimented industry. 

In the case of potatoes, some hundreds of transgressors were 
last spring summoned to appear before the management of their 
Board on charges of failing to make returns of stocks, for selling 
products below the size fixed by the regulations, or for rendering 
inaccurate acreage returns ; fines up to £20 were inflicted. The 
demand for potatoes as human food is, to a certain degree, elastic, 
and the Boards have it in their power, by withdrawing small 
varieties, to raise the price of those in other categories ; acreage 
restrictions should then prevent any tendency to over-production.' 
So far, potato prices, whilst not soaring, have substantiated 
economic theory, while heavy duties on imported “ earlies ” have 
buttressed the whole structure. 

The milk industry has perforce become accustomed to 
receiving, througbr eleven “ pools,” payments calculated in pence 
per gallon to two places of decimals, and varying with the status 
of the producer, the season, the locality, and the intended utilisa- 
tion of individual consignments ; many producers and a larger 
proportion of consumers remain in ignorance of the destination 
and of the source respectively of a commodity whose production 
and handling are vital to health. Significantly, no provisions for 
limiting output have at present been imposed, and the Board’s 
energies have mainly been devoted to increasing the consumption 
of jfresh milk at the expense of that iinremuneratively disposed 
of for manufacturing purposes ; the average price secured by 
producers rose last year by about a penny a gallon, but has since 
declined by perhaps a halj^enny. 

Producers responded too well when first invited to contract 
for the supply of high-grade bacon pigs, and, if prices were to be 
maintained, limitation of supplies was essential. When faced 
with markedly higher retail prices consumers became restive, 
there was evidence that demand was shifting to alternative 
commodities, and simultaneously the Eruopean exporter expressed 
open dissatisfaction with his reduced opportunities. In these 
circumstances, the change of policy announced last June and 
July met with complete agrarian approval. Bevies raised on 
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foreign bacon are now to be used to maintain, or to augment, the 
price of pigs at home and, incidentally, a tariff on imported beef will 
in due course operate in a similar manner. It thus looks certain 
that the movement of these substantial economic straws indicates a 
general change in direction of the political or administrative winds. 

Certain branches of the industry, such as those associated with 
fruit and vegetable production, have rejected regulating schemes, 
preferring, presumably, to trust, in conjunction with specially 
granted ffscal protection, to those insular advantages that they 
possess. 

British agriculturists, having witnessed for long the evils of 
neglect and Tuiasez-faire, would have been foolish to refuse, at any 
rate for a time, this form of assistance on the ground that it 
involved certain sacrifices on their own part, and, when looking 
around at other occupations, including those of their fellows in 
many different countries, were wise to accept compulsory co- 
operation. For, as with armaments, so with industry, it appears 
unfortunately at the moment to be the accepted rule, si vis pacem 
bellum ‘par a — ^if the primary producer wants enhanced prices and 
thereafter stability, he must seek both by outbidding, in tariffs, 
subsidies and exchange restrictions, the aims of foreign countries. 
Agriculture will assuredly be the last industry spontaneously to 
support the reintroduction of Free Trade. 

Such a policy represents, however, a complete break with 
tradition and with outlook in regard to social as well as to economic 
matters, and it has been accomplished at first by comparatively 
heavy financial commitments, in turn to be succeeded by the 
adoption of a “ planned economy ’’ that has called for readjust- 
ment in the respective interests of consumers, distributors, over- 
seas producers and even of other industries, some of which latter 
are themselves unsheltered from the blasts of world competition. 
This “ emergency ” programme, as it was first termed, has been 
carried through at the cost of a reduction in the initiative and 
freedom of producers, by a certain transference from “ dirty 
boot ” farming to the filling of forms, by a progressive dependence 
upon outside authority, and, psychologically, by the growth 
of what may tend to become a defeatist attitude. Yet, the 
appeal now tali avuxilio has yet to issue in any volume from the 
lips of rural spokesmen. Up to the change of policy in 1932, 
the direct cost — even if we include those long-term commitments 
— ^had, by post-war standards, not been excessive, but the nation, 
or, rather, the urban population, has now acquiesced in a policy 
which more and more affects not merely the producer and the 
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taxpayer but every liouseh.older in. tHe land, so tliat, latterly, a 
price-raising objective bas had to sustain criticism and inquiry 
firom a far wider field. 

I have refrained from discussing certain factors axiomatic to 
the new system, such as its effects upon our secondary industries 
hitherto engaged in exchanging their products for imported 
food-stuffs ; the future trade and financial relationships likely to 
subsist between ourselves, our own Dominions and foreign 
countries, as a result of the restrictions imposed ; and the political 
and economic risks attaching to any serious increase in the cost 
of urban living brought about by a virtually monopolistic and 
dominant rural hegemony. XJpon these questions, that are of 
overwhelming importance and pregnant with danger, each must 
form bis own conclusions. Fundamentally, too, the farmer whose 
production costs are high now secuies recognition that formerly 
was the reward of his more efidcient brethren. Nor can it be 
denied that this system of regulated production will, as a con- 
comitant to increased profits for those permitted to remain, 
logically necessitate the exercise of restraint upon every soil 
product, including those essential to health, raised upon each 
commercial unit of land, which in turn must bring under review 
the determination of rent as well as (now) profits and wages. 
Even if justified on economic grounds, such a procedure would be 
open to attacks based on other, and wider, considerations, very 
difficult to counter. Technically, a quota system has inherent 
disadvantages which render its stability uncertain and necessitate 
frequent revisions and adjustments to neutralise fluctuations in 
different sources of supply and in prices. Home producers prefer 
import duties to restriction, and we in this country must not 
forget that the latter method presents to our own kith and kin 
overseas a virtually insoluble problem in the shape of consequential 
control of their own individual producers. It is therefore certain 
that the latest proposals, initiating a movement from quotas to 
levies, with a modicum of Dominion preference, will meet with 
approval from both parties. During the last two or three years 
we have travelled farther than in the whole of the previous 
century, and, perhaps kindly, “ the iniquity of oblivion has 
scattered her poppy,” for we are in danger of forgetting to what 
an extent our rural and national economy has been transformed 
by official recognition of some of the above-mentioned paradoxes. 

J. A. Venh 

Queens' College, 

Cambridge. 



THE PARETO LAW AOT> THE DISTRIBUTION 

OP INCOME 


The distribution of the national income of a country has always 
been an important and fascinating problem for economists. 
Thirty-nine years ago Pareto stated in bia Cours d’ J^conomie 
politique that there is a simple law which governs the distribution 
of income in all countries and at aU times. Subsequently, it is 
true, he restated his law with somewhat less precision, but still 
he believed that the law holds good wdthin certain ranges of in- 
come. The object of this paper is to examine the validity of this 
law of frequency on the same lines that Pareto followed for some 
countries. A detailed analysis was made of the income and super- 
tax statistics of India over a series of years in order to discover 
whether the law is of the natruce of a mathematical or physical 
law, true for all countries and at all times, or whether it is of the 
nature of an empirical formula which is useful within limits in 
certain directions, or whether there is no law at all. 


I 

It is necessary in the first place to state the law as enunciated 
by Pareto himself if only because it is often incompletely and 
even incorrectly stated. Briefly, the so-called law in its most 
dogmatic form is that if N represents all the number of assessees 
at or above a certain income limit x per annum and a and A. are 
constants, then 


and, therefore, log N — log A — a log X.. In other words, if 
the logarithms of the number of persons in receipt of incomes at 
and above definite amounts are plotted against the logarithms 
of the amount of these incomes, the points so obtained will be on 
a straight line whose slope with the axis on which the values of 


^ This relatioxL in. whicb. is cxtrnnlative from tbe higher towards the lower 
incomes is given as Pareto’s Xiaw. Vide pp. 346—47 of the Elements of 

Statistics (Ponrth Edition), by A. E. Howley (Eondon, P, S, King & Son, 1920). 

The non-cnmulative distribution is given by — y = 4 - ~ ^ 

{y being the number of income-tax payers at income limit a?) and is of the same 
form as the enmulative distribution. 
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log X are given wiU be a (strictly — a). By using the double 
logarithmic scale it is possible to plot both small and large incomes 
and the receivers of those incomes on a single sheet of paper. 
In the figure below the vertical axis gives the logarithms of income 
limits and the horizontal axis the logarit hm s of the number of 
people : a is the tangent of the angle OAB made by the line with 
the log axis. 

Pareto examined the statistics of incomes in some countries 
and concluded that the inclination of the line with the log x axis 
did not generally differ from 66 degrees by more than 3 or 4 degrees 
or the arithmetical value of the slope with the log x axis differed 
but little from 1*5. Sir Josiah Stamp, working on recent data. 



gives 1-6 or 1*7 as the usual value of a. If the law were true it 
would mean that the greater the value of a, the less the inequality 
of the distribution of national income, and the less the value of a, 
the greater the inequality of distribution. If everyone had the 
same income x a line perpendicular to the log x axis will represent 
the distribution of incomes. Pareto, as already noted, at first 
asserted that the law was true of every country and at all times 
and he made two deductions : (1) that the shape of the curve of 
income distribution on a double log scale was not only the same 
in the income tax or upper range of incomes, but in the whole 
range of incomes ; (2) owing to the rigidity of this distribution 
there is only one way to increase economic welfare, and that is 
by increasing production. There is no possibility of increasing 
the share of the poorer classes in the national income except in 
this way. In Pareto’s view welfare must grow more rapidly 
than poptJation if a country’s minimum income is to be raised 
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or the inequality of incomes diminished. “ The problem of 
improving the condition of the poorer classes is before everything 
else a problem of the production of wealth.” ^ The converse 
proposition is also held to be true : We may say generally that 

the increase of wealth relatively to population will produce either 
an increase in the minimum income, or a diminution of the 
inequality of incomes, or both these effects in combination.” ® 
In short, the income of the poorer classes in a country cannot be 
increased unless there is simultaneous increase in the income among 
all classes of the population. 

Lastly, it is to be noted that Pareto, in drawing his lines from 
the data which he had at his disposal, used the method of least 
squares. Since the actual data has to follow the line log N — 
log A — a log X as nearly as possible, the deviation of the data 
points from the line must be a minimum. The line of least squares 
is accordingly used. Pareto fitted up his lines by this method and 
therefore they came to be regarded as Pareto lines. It might 
be argued that empirical lines drawn so as to fit in points in the 
middle interval along the line are better than the least square 
lines, particularly when the central part is approximately linear 
as in the English statistics. In this inquiry I started by drawing 
empirical lines for the all India figures and for the provincial 
figures, but as most of the points near the middle interval were 
far from being linear and as a number of empirical lines could 
be selected in such circumstances, it was found impossible to 
fit in the data in this manner. Since the least square lines are 
mathematically the lines which will give the closest fit to the data 
and as Pareto himself fitted up the data by this method I have 
used the least square lines. There is indeed special m,erit in 
drawing the least square lines when other lines cannot be drawm, 
as in the case of the Indian statistics and when Pareto himself 
had used this method in establishing the correctness of his law. 

II 

Before proceeding to the detailed analysis of Indian income and 
super-tax returns it will be convenient to make one or two general 
criticisms of the so-called law which Pareto derived from an 
examination of income statistics of some countries in Europe. 
He stated, as we have seen, that the value of the slope of income 
distribution for all countries and at all times difiered but little 

^ Oours d^iconomie politique (iLausaime, 2 vols., 1896—97), p. 408: quoted 
by PigoTz. 

® Ibid,, p. 324 : quoted by Pigou.. 
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from 1*5. Nevertheless, this index of distribution varied on 
iPai'eto’s own showing from 1*24 (Basle, 1887) to 1*89 (Prussia, 
1862). Pareto observed, too, that the slope of the curve in the 
case of Prussia varied with the lapse of time. Pareto’s own data, 
therefore, do not justify his assertion in 1896 that the slope was 
almost constant. Ten years after the publication of his Coura 
he published his Manuale d’economia 'political and although 
still speakiug of the law as true within certain li m its he became 
less dogmatic in his statement of the law. “ Some persons would 
deduce from it a general law as to the only way in which the 
inequality of incomes can be diminished. But such a conclusion 
far transcends anything that can be derived from the premises. 
Empirical laws, like those with which we are here concerned, have 
little or no value outside the limits for which they were foimd 
experimentally to be true.” ^ Thus in his later work he gave up 
the idea that existing distribution was inevitable and he was 
doubtful whether that portion of the curve below the income 
tax limit was of necessity similar for all cotmtries and all times. 
The Pareto law cannot be extended to incomes below the tax 
exemption limit. The extension of logarithmic straight line would 
give the absurd conclusion of an infinite number of persons having 
incomes just above the zero amount. The maximum number of 
incomes is well above the zero amount and is finite, and beyond 
this income limit the number of incomes declines in successive 
intervals indefinitely. Pareto himself had realised this. Again, 
income tax data are merely the last part of the data of the income 
distribution in any country and, as such, are merely the tail-ends 
of a frequency curve. The tail-ends of most frequency ciurves 
are generally asymptotic, and therefore it would not be very sur- 
prising if the range of taxable incomes (which is the highest range 
in income distribution) becomes linear, if indeed it at all does. 
It would be, therefore, hazardous to draw conclusions as to the 
nature of the complete income curve from the mere tail-end. 
One who is accustomed to use graphs drawn on a natural scale 
m i g ht be inclined, at first blush, to say that the data points 
follow “ the straight line law,” but when the double logarithmic 
scale is used, as is done by Pareto in plotting income tax returns, 
data of the incomes of large size subject to income tax and super 
tax and data of the number of income receivers are greatly com- 
pressed. In interpreting double logarithmic scales a very different 
standard as regards conformity must be insisted on than is 
appropriate to the interpretation of natural scale graphs where 
Milan, 1906. ® Op. ait., p. 391. 
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bumps or curvatures are easily seen. This fact is very important, 
because if it is not a real ” straight line law ’’ it cannot be used 
as a test for finding evasion or the reverse, over- assessment. 
Moreover, it is common knowledge that economic conditions in 
different countries vary very considerably and there is no reason 
why income distribution should be similar for all countries. 
The income distribution of India, which is predominantly an 
agricultural country, is bound to be different from that of England, 
whiob is industrial. Changes in the distribution of income also 
take place in the same country from time to time. The impact 
of external forces such as war and the great increase in public 
expenditure, especially on the social services, have altered the 
distribution of income. 

Sir Josiah Stamp, in his Wealth and Taxable Capacity^ recalls 
an interesting fact which had best be described in his own words : 
“ In 1913, when the super-tax statistics were first published, 
following upon the introduction of that tax, they gave us for 
the first time an of&cial statement about total incomes over a 
certain range. I was eager to apply the Pareto rule or formula 
that I had seen used for other countries to know how it compared 
with other figures. I annoyed my colleagues at the Revenue in 
charge of this administration very much by telling them that they 
had * missed ’ over 1,000 payers in the lowest class, £6,000 to 
£10,000, and they thought I should be much more usefully em- 
ployed in telling them who they were. However, they promptly 
went and foxmd them, and now you will find that the, £5,000 
fraternity ‘ toe ’ the Pareto line nicely. As a matter of fact, 
you frequently find that the Pareto test with any such set of 
income statistics drops off a little at the bottom. When I got 
to the £5,000 point, I thought it ought to have been on the fine, 
but it was not. So, on the theory that in fact it really was there, 
I gave the number of missing incomes.” We have no record of 
such an experiment being repeated by Sir Josiah Stamp or by 
any other statistician elsewhere in the world. It is not clear 
whether the analysis was made by the method of least squares, as 
Pareto did, but Stamp seems to consider the law useful as a formula 
for interpolation and for finding evasions. It appears that Stamp 
would have fotmd the persons evading income tax between 
£5,000 and £10,000 not because the so-called law was applicable 
to statistics of income, but to the fact that in the particular 
distribution of super-tax or sur-tax incomes analysed by him, 
it happened that almost all the points except the one corresponding 

1 P. 82. 
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to £6,000— £10,000 lay on a line. It was, therefore, only natural 
to conclude that the point should fall in with the rest of the points, 
and if it did not, there was something wrong with it. Stamp 
further states that “ The Pareto index is not a perfect measure 
of distribution, but it is simple and serves for this piirpose. We 
have had ficom 1842 till recent years a classified tabulation of 
assessments on profits and salaries to which I have applied thia 
test and found no evidence of any permanent material shifting 
in the proportions. We have also had at various intervals 
classification of house values — ^for example, the houses of £50 
in rental value increased in thirty years in about the same propor- 
tion as the population, and those of £80 rather less. Although 
the rich have become richer in one sense, I have not been able 
to find clear signs of increasing concentration of the total wealth 
in their hands.” Stamp seems to believe that the law, quite 
apart firom its being mathematically true for describing income 
distribution in a coimtry, serves a useful purpose for interpolation 
and for finding evasions. It will, therefore, be necessary to 
examine the Indian data in detail to ascertain whether the law 
is at all applicable. 


HI 

A detailed inquiry (which has tahen some years to complete) 
was undertaken into Indian income and super-tax statistics in 
co-operation with the Mathematics Department of this College.^ 
The income tax statistics for the years 1913-14 to 1917-18 and 
from 1923— 24 to 1929—30 for British India and for each of the nine 
provinces of India for the years 1928—29 and 1929—30 were exam- 
ined. Super-tax data from 1923—24 to 1929-30 were also exam- 
ined. British India has a developed system of income tax and 
the results obtained, covering a large population, are perhaps of 
special interest. The income tax data fall into two periods, that 
from 1913—14 to 1917—18, roughly the war period, and the period 
1923-24 to 1929-30, the years when in efficiency the Income Tax 
Department was immensely strengthened. The Pareto lines were 
fitted to the data by the method of least squares. In the first 
period, 1913—14 to 1917—18, none of the points corresponding 
to the data lie on the Pareto line. Two of the lowest points lie 
below the line ; three middle points above the line and the highest 
two points below the line. The second period can be conveniently 

^ I am indebted to Prof. S. M. Sbab. and otlier members of tbe Matbematios 
Staff, especiaHy to Mr. D. M. Patel, B.So. (London), A.R.C.S., Lectnrer in 
Matbematios, for bis invaluable assistance in tbe preparation of tbe statistics. 
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divided into two groups, 1923—24 to 1926—27, and 1927—28 to 
1929—30. In the former group there are six income intervals as 
compared with seven intervals in the period 1913—14 to 1917—18. 
The difiPerence is due to a raising of the income tax limit from 
Rs- 1,000 to Rs. 2,000. In the period 1927—28 to 1929—30 there 
are no fewer than fourteen income intervals. 

The general characteristics of the period 1927—28 to 1929—30, 
the most important period, because of its having the largest 
nTimber of intervals and therefore of the number of observations 
or points on the cmwe, are as follows : — The four lowest points 
are below the Pareto line, the middle seven above the line, and 
the highest three below the line, except for 1927—28, where 
there are six points in the middle interval in place of seven as 
in other years and four in the highest interval instead of three. 
The characteristic to be deduced from this fact is that the points 
fall not erratically about the Pareto line, but airange themselves 
into groups or sets about the line which makes the distribution 
of income something different from a linear distribution and is 
strongly suggestive of the fact that the Pareto line obtained 
is not in any sense the mathematical law of the data. This will 
be clear from the following graph for the year 1929—30. The 
graphs for the other years in this group are similar. 

It will be clearly seen from the graph that the points do not 
at all lie on the Pareto line, even allowing for the compression 
of the data on a double logarithmic scale, already referred to. 
In fact, the curve on which the points lie seems to be definitely 
parabolic, as Bowley has pointed out,^ The middle portion of 
the data is not linear and is concave towards both axes. The 
distribution thus does not follow the so-called Pareto law, as it 
is not even remotely linear and the middle points cannot be 
fitted up by any empirical line. 

The distribution of the points in the period 1913—14 to 1917—18 
is similar to the distributions given in Graph I. 

If this graph (Graph II) is examined along with Graph I 
it will be seen that the points corresponding to the various income 
intervals in Graph II align themselves exactly in the same way 
as they do in the first graph. Por example, the point corres- 
ponding to Rs. 2,000 in both graphs is almost in the same 
position, viz. below the line ; also the points corresponding to 
Rs. 5,000, Rs. 10,000, Rs. 20,000 are in both graphs in a similar 
position. The points corresponding to Rs. 30,000 and Rs. 40,000 
are also situated below the line in both cases. If the distribution 

It is of the form (a log x + b log N)^ -J- 2g log a: + 2/ log + <7 = 0. 

X X 2 
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in Graph I is parabolic, then the distiibntion in Graph II is also 
parabolic, although at first sight it might appear to be linear. 
It must also be noted that in the graph for 1917-18 there are 



only half the number of income intervals or points, and this is 
apt to lead to an inaccurate idea of the distribution in 1917—18 
if it is not seen along with a distribution in which there are more 
observations. Both graphs must be examined together. In 
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Graph II, if one were to draw an empirical lin e instead of a least 
square line, a line could be drawn passing through the interval 
Rs. 5,000 to Rs. 20,000 where there are only three points in the 
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middle interval. Can three points alone be taken as an index 
of the distribution of income as a whole, particularly when in 
Graph I there is a distribution in which there are a greater number 
of points in the middle interval and we know that these points 
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cannot be fitted by an empirical line t Graph II, therefore, 
is similar to Graph I, and the agreement of the points with the 
Pareto line is merely superficial. This wiU be better seen fcom 
Appendix I, where evasions are calculated assuming Pareto’s 
law as true. 



Graph III for 1926—27 has only six points. The distribution 
of five of these points is, it will be seen, similar to the distribution in 
Graphs I and II, and therefore if the distribution in Graph I is 
not linear and that in Graph II is not linear, the distribution in 
Graph III is also not linear, although approximately at first sight 
it loohs linear. This conclusion is also strengthened by the 
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analysis of the data with respect to evasions which are dealt 
with below. The final conclusion is that the points in all these 
graphs do not lie on a straight line and the deviations of the points 
j&rom the line are too great to account for any inaccuracy of the 
data, as will be seen from the impossible evasion and over- 
taxation calculated in Appendix I, particularly for the period 

1927— 28 to 1929—30. It is interesting to note that these results 
with regard to India are not dissimilar from those obtained by 
the National Bureau of Economic Research in the United States 
in regard to American Federal Income tax for the years 1914— 
1919. In this latter inquiry it was found that the Pareto lines 
which were fitted up by the method of least squares to the cumu- 
lative distribution of the income tax returns did not fit in with the 
data. It was found in the American data that the lowest points 
were below the line, the points in the middle interval above 
the line and those in the highest interval below the line again. 
The points thus did not flutter about the Pareto line but formed 
sets or bimches which cut the line at small angles.^ 

The super-tax data for the years 1923—24 to 1929—30 were 
also examined and the distribution of super-tax incomes plotted 
and fitted up by the Pareto lines. Super- tax statistics in most 
countries are more complete than those of income tax and there 
is less room for evasion. If, therefore, the Pareto law held good, 
most of the points would lie on the Pareto line, but, as will be 
seen from the sample Graphs IV and V below, this is not the 
case. 

The lowest points are above the line, the middle interval points 
are below the line, and the points in the highest interval are 
above the line. At first sight it would appear as if the super-tax 
distribution followed the Pareto line closely. But this is merely 
superficial when one remembers that (1) this is the final end of 
the income distribution curve ; (2) the data are much compressed 
in a double logarithmic scale, and (3) the evasions calculated 
in Appendix II are impossibly high. 

The graphs for the provincial income tax data for the years 

1928— 29 and 1929—30 were also plotted and the curves drawn. 

1 <« deviations of tlie data from tlie straigiit lines miglit be much less 

than they are and yet constitnte extremely bad fits. The data points (even on 
a non-cmniilative basis) do not flutter erratically from side to side of the fitted 
lines ; they run smoothly, passing through the fltted line at small angles in the 
way that one curve cuts another. Now, in curve fitting, such a condition always 
strongly suggests that the particular mathematical curve used is not in any sense 
the * law * of the data.” Income in the United States : Its A.monnt and Dis-- 
trihution (1909—19), New York, National Bureau of Economic Research, 1922, 
Vol. II, p. 363. 



674 


TBEB EOOlSrOMIO JOTJKlirAE 


[dec. 


The curves for Bombay were parabolic in the same way as the 
corresponding Graph I for 1929—30 for all India. The graphs 
of the other provinces were similar. The points in the lowest 
interval of income tax are below the line, those in the middle 
interval above the line but not in any way lying along a line. 
Those in the highest interval were again below the line and also 



these graphs were similar, which is very important in the wide 
deviations of the points from the Beast square line. Province 
data, therefore, do not fit in with Pareto line. In spite of the 
fact that the graphs appear to be similar in the distribution of 
®'bout the Pareto line, it will be seen from the analysis 
given in the appendices that the distributions are not identical. 
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There is a very large variation in the distribution index, i.e. 
in the slope of the least square or Pareto lines in both income tax 
and super tax. We are, therefore, dealing with a different 
distribution of national income from year to year. The relative 
incomes of the poorer and richer classes do change with the 



change in economic conditions in the different years under exam- 
ination. Pareto’s law in its most dogmatic form would require 
the constancy of the slope from year to year and from country 
to country, but, as already pointed out, Pareto had ultimately 
to recognise that constancy was impossible. The variations 
in the Indian income-tax and super-tax lines are striking, as will 
be seen from the following tables: 
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Table I 

Slope of the Pareto Lines — Income Tax 


Year. 

Slope. 

Year. 

Slope. 

1913-14 

1-46 

1924-26 

1-23 

1914r-15 

1-46 

1925-26 

1-22 

1915-16 

1-46 

1926-27 

1-22 

1916-17 

1-44 

1927-28 

1-47 

1917-18 

1-39 

1928-29 

1-62 

1923-24 

113 

1929-30 

1-48 


Table II 

Slope of the Pareto Lines — Super Tax 


Year, 

1 

Slope. 

Year. 

Slope. 

1923-24 

1-01 

1927-28 

1-18 

1924-26 

1-13 

1928-29 

1-14 

1925- 26 

1926- 27 

1-12 

1-16 

1929-30 

1-15 


The slope in Table I varies from 1*13 to 1-52 and in Table II 
from I'Ol to 1*18. Thus a is anything but constant in the case 
of income tax and even in super tax the slopes are not constant, 
and thus the distribution of income among super-tax payers 
cannot be said to be relatively constant. The value of the slope 
of the Pareto lines varies from province to province, as will 
be seen from the table below : 


Table III 

Slope of the Pareto Lines for Provinces — Income Tax 


Province. j 

Slope, 

1928-29. 

Slope, 

1929-30. 

Assam 



1-71 

1-71 

Punjab 



1-66 

1*70 

Central Provinces . 



1-68 

1-70 

XJnited Provinces . 



1-60 

1-62 

Madras 



1-60 

1-62 

Bihar and Orissa . 



1-64 

1-61 

Bombay 



1-40 

1-39 

Bengal 



1-32 

1-34 

Burma 


• 

1-35 

1-29 


It vdll be interesting to compare these results with those 
arrived at by the Bureau of Economic Research with legard to 
the A.merican returns. The slope of the Pareto lines in the case 
of the United States is 1-66 for 1914, 1*42 for 1915, 1-42 for 1916, 
1*64 for 1917, 1-69 for 1918 and 1-73 for 1919. There is thus a 
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large variation in the index, the lowest being 1*42 and the highest 
1-73. The analysis of the data for 1916 and 1918 shows that the 
distributions of incomes for these years were entirely different.^ 

A further test of the accuracy or inaccuracy of the so-called 
Pareto law is to assume that the law is correct and to calculate 
for each income group for all the years analysed the extent of 
the evasion. Stamp, assuming the law to be true, found the 
number of missing incomes in super-tax incomes in the interval 
£5,000— £10,000. If it is possible to find such evasions in the 
case of India, the usefulness of the Pareto formula for this purpose, 
quite apart from its having any value as an interpolation or 
extrapolation formula, is clear. The difference between the 
number calculated from the Pareto law and the actual number 
is assumed to be the number evading income tax and super tax. 
if the Pareto formula is applicable. The results are given in the 
appendices and are striking. In the first of these tables there 
is generally for the years 1913—14 to 1917—18 evasion in the lowest 
intervals ; over-taxation in the middle intervals ; and in the 
highest range again there is evasion. The maximum evasion 
in this group, 19-2 per cent., occurs in the interval of Rs. 2,000— 
Rs. 6,000 for the year 1916—17, while the maximum over-taxa- 
tion, 31*6 per cent., also occurs in the same year in the interval 
Rs. 10,000— Rs. 20,000. To anyone acquainted with Indian income 
tax administration it is incredible that 32 persons out of every 
100 in the range of Rs. 10,000— Rs. 20,000 are over-assessed, as 
such an over-assessment would have given rise to appeals. Such 
appeals were rare. In the second group, viz. from 1923—24 
to 1929—30, we get similar interesting results. For the years 
1923—24 to 1925—26 there is evasion in the lowest interval, Rs. 
2,000— Rs. 5,000 ; over-assessment in the intervals Rs. 5,000— 
Rs. 20,000 and again evasion in the intervals Rs. 20,000— 
Rs. 40,000. For the years 1927—28 to 1929—30 there is evasion 
up to Rs. 5,000 ; over-assessment throughout the whole range 
of incomes from Rs. 7,500 upwards except in the highest interval, 
Rs. 40,000— Rs. 50,000 for 1927—28, where there is 1*4 per cent, 
evasion. The maximum over-assessment in this group is 39 
per cent, in the interval Rs. 20,000— Rs. 25,000 for 1927—28, and 
the ma ximu m evasion 47" 5 per cent, in the interval Rs. 2,500— 
Rs. 3,000 in 1928—29. On account of the reorganisation of the 
Department in 1926—27 the administration of income tax was 
far more vigilant in 1928—29 than in any previous year. Never- 

^ Income in the United States : Its A,mount and JDistribution (1909—19), New 
York, National Bxireau of Economic Research., 1922, Vol. II, pp. 366—67. 
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theless, the Pareto law, if true, would show a greater evasion in 
that year than in 1913—14, and evasion and over-assessment are 
greatest during the period 1927 — 28 to 1929—30, a strange com- 
mentary on the Pareto law. It is noticeable, too, that the extent 
ft.nrl distribution of evasions and over-assessments differ in the 
various income intervals from year to year. In Appendix III 
the TYia.^rfm-nm evasion is as high as 69*9 per cent, in 1929 — 30 for 
incomes between Rs. 2,000 and Rs. 2,600 in Bihar and Orissa, and 
the miniTr^nm 17*8 per cent, is to be found in the same year and 
for the same income in Bombay. The maximum over-assessment 
is as much as 64-6 per cent, in Bihar and Oiissa in the case of 
incomes between Rs. 10,000 and Rs. 12,600 for 1929—30. Prom an 
examination of the income tax data for the years 1913—14 to 1917— 
18 and 1923—24 to 1929—30 it appears that the Pareto formula 
will not be of use, mainly for the following reasons : — 

(1) The law gives considerable negative evasions (i.e. over- 
assessments) above Rs, 5,000 throughout the greater portion of 
the range of income tax assessment, which is absurd ; and (2) 
the law gives greater evasion in the period 1927—28 to 1929—30 
than in the period 1913—14 to 1917—18, which is impossible in 
view of the far greater efficiency introduced in the period 1927—28 
to 1929—30 in income tax administration in India. In Appendix 
II the data of super tax show a maximtim over-assessment of 
over 24*2 per cent, in the interval Rs. 4J— Rs. 6 lakhs in 1923—24, 
and a maximum evasion of 30*6 per cent, in the interval Rs. 2^-~ 
Rs. 3 lakhs in 1926—27. Can there be evasion to the extent 
of 30*6 per cent, in the super- tax assessment of British India 
to-day, and will there be over-taxation to the extent shown 
in Appendix I1 1 The answer to this question by anyone ac- 
quainted with Indian income-tax administration and Indian 
conditions of assessment obtaining will be a very definite Im- 
possible.” Even in the case of super-tax data, which have a 
closer fit to the Pareto lines than income-tax data, the evasions 
and over-assessments far transcend an37thmg that could be in 
practice expected. 

(2) The non-cumulative distribution for the sample years 1917— 
18, 1926—27 and 1929—30 for which the graphs on a cumulative 
basis are given was plotted, and it was found that the distributions 
were far jfrom linear ; in fact the cumulative distributions for 
the years 1917—1918 to 1926—27, which appear to be linear at 
first sight (Graphs II and III), showed definite concave curvature 
throughout the range on a non-cumialative basis, thus dis- 
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proving Pareto’s Law. The super-tax data for 1929—30 were 
also plotted on a non-cumxilative basis, and it showed hollows 
and bumps even in the middle interval, so that it also confirmed 
the mere superficiality of a closer approximation of the data to 
the Pareto line observed in Graphs (IV) and (V). In fact if the 

Pareto law as given in all treatises, i.e. N = is true with respect 

to cumulative distribution, a similar law should, as noted, hold 
good for the non-cumulative distribution. The non-cumulative 
distribution in both income tax and super tax for the years noted 
above, however, was not at all linear in any interval, and this 
further confirmed the results obtained on the cumulative basis 
that Pareto’s law did not hold. 


IV 

The conclusions after a detailed examination of the income- 
tax and super-tax statistics of British India and also of the 
provincial data in all provinces over a series of years are briefly 
these : — 


(i) The points of the income-tax data do not lie even 
roughly on a straight line, i.e. the Pareto line. This is true 
for the Indian income tax, super tax, as well as for the 
provincial data. In fact it will be observed that there is 
significant concave curvature in the All-India income tax, 
as, for example, in the graph for 1929—30. 

(ii) The non-cumulative distribution of income is de- 
finitely also not linear. 

(iii) The slopes vary from time to time both for income 
tax and super tax and the variation is large enough not to 
be negligible. The slopes vary considerably also dfrom 
province to province. Indeed, Pareto himself realised in 
his later work that the slopes cannot remain constant. 

(iv) The evasions calculated are impossible, as they become 
very considerable and negative, indicating large over- 
assessment in a great part of income tax. 

(v) The interpolation or extrapolation within small 
limits of a formula is admissible when the formula fits in 
well with the data. The Pareto lines, as shown above, do 
not fit in with the data and cannot be used without serious 
error for interpolation or extrapolation purposes. If the 
so-called law does not apply to that portion of income which 
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is liable to income tax, it will much, less apply to incomes 
which are outside that range. 

(vi) It may be argued that if the Pareto law cannot be 
applied to the corpus of Indian income statistics, it is due 
not to the inherent defects (if any) of the “ law ” but to the 
inaccuracies of the statistics examined. This plea cannot 
stand, as anyone intimately acq[uainted with income tax 
administration in India to-day could at once disprove the 
large evasions and over-taxation which, assuming the law 
to be true, I have obtained particularly with regard to the 
super-tax data. 

There is indeed no Pareto law. It is time that it should be 
entirely discarded in studies on the distribution of income. 

G. FmDi:.AY SmBRAS 

Oujarat College, 

University of Bombay. 


APPENDIX I 

Percentage of Evasions in AU~India Income Tax. 

Note : + means evasion, and — means over-assessment. 


Income grade 
(in thousands 
of rupees). 

1913- 

1914. 

1914^ 

1916. 

1916- 

1916. 

1916- 

1917. 

1917- 

1918, 

1923- 

1924. 

1924- 

1925. 

1925- 

1926. 

1926- 

1927. 

1-2 . 

4- 1-4 

+ 2-2 

4- 4-2 

+ 7-8 

4- 5-7 

— 

— 

— 

_ 

2-5 . 

4-15-6 

4-14-1 

4-11-2 

4“ 1 9*2 

4-11-7 

+ 2-1 

+ 11-9 

+ 12-2 

4-12-1 

5-10 . 

— 10-6 

-12-2 

— 12-1 

— 17-7 

— 10-8 

— 5-3 

— 11-4 

— 8-3 

— 8-5 

10-20 . 

— 13-3 

— 176 

-13-8 

-31-6 

-13-6 

— 9-2 

— 9-2 

-13-8 

_12-3 

20-30 . 

-H 0-0 

-14-6 

— 12-9 

^18-4 

— 7-0 

+ 5-6 

+ 5-5 

+ 3-3 

— 2-2 

30-40 . 

4- 1-9 

4- 9-5 

+ 4-3 

+ 15-2 

4" 3*8 

+ 32-7 

+25-0 

+20-2 

4-20-5 


Continued for ttie years 1927—30. 


Income grade (in 
thousands of rupees). 

1927-1928. 

1928-1929. 

1929-1930. 

2-2i 




4-36-3 

4-42-3 

4-39-1 

2^3 




+42-2 

+47-5 

+40*6 

3-3^ 




+25-3 

4~ 32*0 

+26-7 

34-6 




4-21-0 

-1-26-2 

+24-5 

6-74 




4- 0-4 

4- 3-7 

— 5-3 

74-10 




— 16-4 

--14-9 

-22-4 

10-124 




-36-5 

-36-6 

-38-3 

124-15 




— 14-8 

-13-7 

— 18-2 

16-20 




-28-6 ' 

-31-2 

-36-3 

20-26 




-39-0 

-37-3 

-37-4 

25-30 




—27-1 

-29-8 

— 28*1 

30-40 




---12-4 

-16-7 

— 13-7 

40-60 




+ 1-4 

1 

— 9-3 

-12-1 
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^i»I>ENDIX II 

Perc&ntage of Evasions in ^All-India Su^&r Taoa, 

Note ; + ra.e£Lzxs evasion and. — means over-assessment. 


Income grade (in 
laldb-S of nxpees). 

1923- 

1924. 

1924- 

1925. 

1925— 

1926. 

1926— 

1927. 

1927- 

1928. 

1928- 

1929. 

1929- 

1930. 

4-1 

— 13-4 

— 7-9 

— 6-5 

— 7-9 

— 0-5 

-4- 2-7 

— 3-1 


+ 1-7 

-h 2-2 

— 1-9 

0-6 

— 5-0 

— 8-1 

-13-4 

1^—2 

-h 4-0 

-4- 6-6 

-4- 5-7 

-4- 1-3 

— 3-5 

-4- 0-8 

+ 16-6 

2-24 

+ 10-1 

-4- 6-5 

— 9-0 

-4- 1-5 

-4- 5-3 

— 2-1 

+ 0-7 

24-3 

— 4-0 

— 7-7 

—4“ 1-2 

-4-30-6 

— 7-1 

, 4- 1-1 

— 1-1 

3-34 

-4-16-9 

-1- 3-2 

-4-11-7 

-21-7 

-4- 5-1 

i -4-15-9 

+ 9-4 

34-4 

-4-29-6 

-1-29-2 

-4-23-9 

— 11-6 

O 

i — 4-3 

+ 16-7 

4^4 

-1-24-4 

— 22-9 

-4—29- 9 

-4-30-3 

-4-12-1 

+ 17-1 

+ 11-1 

44-5 

— 24-2 

O 

-h 3-7 

— 3-8 

-f- 4-0 

i 

— j— 0-0 

-21-4 

i 


AI>I>E]SrDIX III 

Percentage of JSJ'vasions in Pro'uinces 

1929-30 

Note • -f- means evasion and — m.eans over-assessment. 


Income grade (in 
tlionsands of mpees). 

BomlDay. 

^Madras. 

Biliar and 
Orissa. 

2-2 J 





+ 17-8 

+ 58-6 

+ 59-9 

2+-3 





+ 37-5 

+ 45-6 

+ 57-0 

3-3 





+ 25-7 

+ 29-6 

+ 38-6 

34-5 





+ 19-5 

+22-3 

+24-0 

5-74 





— 3-2 

— 5-1 

— 9-5 

74-10 





— 9-2 

—25-1 

—23-9 

10-124 





-35-8 

— 34-0 

-64-6 

124-15 





— 3-1 

—20-5 

— 17-8 

15-20 





-20-9 

— 35-2 

-41-7 

20-25 





— 36-8 

-32-1 

-36-7 

25-30 





— 13-7 

-43-6 

— 18-0 

30-40 





— 15-3 

-11-7 

— 8-3 

40-50 





-23-3 

-32-4 

— 29-0 



















THE IMPUTATION OF ADVERTISING COSTS 


I. TBnss tlieoretical treatment of advertisement may now be 
said to be rapidly approaching a position in which the anthorities 
are in fundamental agreement. Conseq[uently it is possible to 
summarise briefly the sort of analytical approach to the imputation 
of the advertising expenditure of an in^vidual firm upon which 
agreement would be general for all practical purposes.^ The 
definition of advertisement, or selling costs, is arrived at in a quite 
arbitrary manner, taking as the “ basic product ” a good in a 
finished and consumable state, preferably the product of one source, 
so that for short periods a cost of production curve, characterised 
by the pertinent indivisibilities, can be drawn for it. From this 
basis one proceeds to investigate the relation between this cost of 
production curve and the net revenue curve obtained by (cc) offer- 
ing the product for sale at different prices, (6) purchasing, or 
producing, and giving away with it different combinations of 
goods and services at each price. Some of these may be offered 
in fixed proportions with the product, i.e. fancy wrappings, and 

^ Tlaere are two alternative iiietliod.s of approach, to the subject. The first 
is that of Kni ght (JRisfc, XJrhcerta.%nty uncL JProfit, p. 157) : The increase of value 

through advertising, whether informative or merely persuasive, is quite parallel 
to any other form of production or ‘ creation of utilities.’ ” 

The second may be illustrated by a quotation from Haster (^A.d/oeTtising 
Meconsideredf p. 70) : The first conclusion £urnished by our analysis of adver- 

tising costs is therefore that they are lihe other costs in their origin, but for the 
major part most unlike in their effects . . . the profits which emerge from the 
first sort of escpendituxe are a measure of the success with which the business 
xnan has adapted the resources he controls to the needs of the cornmunity of 
purchasers, whereas the profits from the second sort are usually a reward for 
distorting the productive machine to the extent that it now meets the * apparent ’ 
needs of the community instead of the ‘ real ’ needs.” Unfortunately it is clear 
by now that the real baby has disappeared with the apparent bath-water, as we 
have no means of ascertaining what the real needs of the community may be. 

The late Mrs. Kraithwaite The Economic Effects of Advertisement,” 
EcoisroMio JoTTRiTAii, March 1928) adopted a position very similar to that of 
Knight. “ Now advertising expenditure . . . aims at increasing sales by affect- 
ing the mind of the consiimer. By various appeals it induces him to change his 
subjective valuation of the commodity. Thus the marginal utility of the com- 
modity is increased and the demand curve raised.” This appears to be the only 
logically satisfactory way of handling problems of advertisement, treating them 
as cases of the joint supply of the commodity concerned with what Mrs. Braith- 
waite called ** reputation.” It is the method employed by the present writer 
on other occasions, and Chamberlin {Theory of Monopolistic Competition^ p. 123) 
adopts a definition of selling costs which falls veiy closely into line. 
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these will tend to be incorporated with the product at the source, 
even if they are not manufactured there : thus they will not be 
entirely without effect on the cost of production curve. Others, 
i.e. “ reputation ” or “ prestige,” will be purchased from the 
manufacturers (the advertising agencies), whose services may be 
assumed to be in perfectly elastic supply to all competing in- 
dustries : this type will not tend to be offered in fixed proportions 
and will have no effect on the cost of production of the basic 
product except in so far as it enables economies of scale to be 
exploited. 

The effect of advertisement upon prices depends upon its 
effect upon the elasticity of the demand (or rather sales) curve 
which is obtained with its assistance, relatively to the elasticity 
of the demand curve without advertisement and the elasticity of 
the supply curve. It is not possible, however, to apply the 
mechanism which Mrs. Robinson ^ has perfected in order to as- 
certain whether prices will rise or fall when demand is increased, 
to the situation thus created. The reasons are as follows. 

Tet a demand, or sales,” curve be drawn, embodying all 
the preceding conditions, together with the further assumption 
that at each price the firm continues to advertise until the net 
revenue derivable from advertisement, at that price, becomes 
relatively unprofitable, i.e. up to the point at which it would be 
equally profitable to change to another price with appropriate 
advertisement. Thus this curve shows what quantity the firm 
will sell at any given price ; it also shows what price the firm will 
obtain for any given quantity offered. But the relation between 
this sales curve and the supply curve of the firm does not deter- 
mine what the most profitable combination of price, output and 
advertisement will be, because the former shows only the gross 
revenue of the firm, from which the cost of advertisement must 
be subtracted in order to ascertain the profitability of any 
position. This is given by the relation between the net revenue 
curve, showing what will be the net income of the firm from com- 
bining the most profitable amount of advertising with the most 
profitable price for each volume of output, and the cost of produc- 
tion curve. This curve shows what the most profitable output 
will be, but does not indicate what price that output will fetch, 
as its ordinates measure only net revenue. 

Therefore, in order to discuss the effect of increased demand, 
which has been invoked by advertisement, upon price, it is neces- 
sary to know the relation between the demand curve without 
^ JEconotnics of Imperfect Competition^ Book III, 

No. 180 . — ^voii. xXiV. 
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advertisement, tlie net revenue curve with, advertisement (in- 
dicating the most profitable output) and the gross revenue, or 
sales, curve (indicating the price at which that output -will be 
advertised and sold). These relationships have been illustrated 
elsewhere ^ by the present writer, by means of some somewhat 
inelegant amateur geometry which it is not proposed to reproduce ; 
they depend upon the rate at which the yield of advertisement 
declines at any given price, and the rate of change of this rate of 
decline over the whole range of price. The result may equally 
well be to raise or lower prices ; this depends upon the elasticity 
of the net revenue curve relative to the cost of production curve 
in the first place. If the new output, resulting from advertise- 
ment, is greater than the original one it is possible that prices may 
fall. Clearly if the output is reduced after advertisement this is 
extremely improbable, even if the marginal cost of production was 
originally rising, because the price charged now has to cover the 
cost of advertisement. If, then, the new output exceeds the old, 
prices will tend to fall if the rate of decline of the yield of advertise- 
ment decreases at each successive falling price to a sufficient ex- 
tent, i.e. if the profitability of advertisement increases enough as 
prices are reduced. As it appears reasonable to suppose that 
on the whole the relative effectiveness of advertisement will be 
greater at lower than at higher prices (though, as Lerner ^ points 
out, this is not necessarily the case), one would expect that in the 
majority of oases the sales curve resulting from advertisement 
would tend to exhibit a greater degree of convexity to the origin 
than the demand curve from which it is derived. But, as should 
be clear from the preceding argument, one cannot draw conclusions 
concerning profitability from a curve from which advertising 
expenses have to be deducted — a point which appears to be 
frequently overlooked by the professional apologists of the 
advertising profession. The increase in elasticity of the sales 
curve with advertisement must be sufficiently great to compensate 
for the cost of advertising, if it is to lead to lower prices. 

II. The theoretical treatment of advertising in the preceding 
section provides a basis from which it may prove possible to de- 
velop a technique capable of effective employment in investigating 
the effect of advertisement upon prices in the last few years. 
Before producing the available data for such an investigation, 

^ “ Advertising Costs and Equilibrium,’* Iteview of JBJoonomio Stiidies, Nov. 
1934. Also, “Discontinuous Demand Curves and Monopplistio Competition,’’ 
Quarterly Journal of JEconomics, May 1935. 

® “ Concept of Monopoly and the Measurement of Monopoly Power,” Review 
of Economic Sttidies, June 1934. 
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however, it is necessary to devote some time to a very grave mis- 
giving which has probably been forming in the mind of the reader. 
The previous section commenced by laying down conditions of 
such strictness concerning the definiteness of the structure of 
the scales of preference and the perfection of the information at 
the disposal of the entrepreneur, that it is extremely improbable 
that they would ever be met with in the real world- It then 
proceeded to develop an argument of which the turning-point was 
the awareness of the entrepreneur of the exact rate at which the 
yield of expenditure upon advertisement declined at any price, 
and of the exact point at which that decline would render a change 
of price (with appropriate expenditure upon advertisement) more 
profitable. Similar assumptions, concerning price movements 
and costing, are, of course, fxmdamental to economic science, and 
the general body of theory is in no way invalidated by the obvious 
fact that exact costing on the one hand, and exact measurement of 
the results of price changes on the other, are not normally possible 
to the entrepreneur. 

The imputation of advertising costs presents greater difficulties 
than those connected either with alterations in the technique of 
production or with changes in price. Given an efficient costing 
system the former can be carried to a high degree of precision, 
while the latter, if measured against a correctly drawn background 
of contemporary economic data, can be estimated with sufficient 
accuracy to form a reliable guide to commercial policy. Adver- 
tisement, however, presents peculiar difficulties to the entre- 
preneur who seeks to estimate the return from his outlay : these 
difficulties may be resolved roughly into three groups — ^those 
arising from the ignorance of the advertiser as to where those 
consumers lie who are just outside his market, those arising from 
the time lag between outlay and return, and those arising from the 
fact that for the most part advertisement is conducted through the 
medium of specialised agencies. The first of these groups is 
treated very adequately by Chamberlin.^ “ The truth is that an 
advertisement is not limited in its effects to those consuming other 
varieties of the same general class of goods. It is not even true 
that there is less resistance to be broken down by addressing the 
advertising appeal to consumers using other varieties of the same 
general class of product. - . . Furthermore, new uses for a product 
may be suggested which will induce greater consumption generally, 
and, by skilful suggestion, draw a large share of the increase to the 
advertised commodity. The best policy would depend upon the 

Oj). cit., pp. 128—9. 
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nature of the ‘ potential ’ market. It is, indeed, conceivable 
that the advertiser’s market should be increased entirely at the 
expense of his nearest competitors. But it is much more likely 
that the increase will be only partially or not at all at their ex- 
pense.” One may also note a letter, recently quoted in the 
Advertising World, in which the managing director of a large 
fountain-pen company complained bitterly that his rivals were 
leaving the whole of the advertisement of fountain pens in England 
to himself. 

Another aspect of this uncertainty, however, is even more 
important, to wit, the risk which the advertiser may incur through 
provoking retaliation from some powerful competitor whose 
territory he has unwittingly invaded. Almost every statistical 
record of an industry’s joint expenditure upon advertisement 
exhibits periods of extraordinary activity which can be usually 
traced to an “ advertising war ” which often seems, upon in- 
vestigation, to have resulted from the launching of a new product 
not obviously in competition with the one which found its sales 
depleted and commenced to retaliate. This sort of thing renders 
any attempt at statistical analysis of advertising expenditure in 
connection with either prices or sales a very precarious business : 
the mistake of one entrepreneur in price or advertising policy may 
involve the whole industry (or rather “ complex of competing 
producers ”) in losses. All may increase their advertisement as a 
means of mi n i mi sing their losses, the sales of all may increase by 
drawing some custom away from other industries, but do so 
insujBS-ciently to recoup them for their increased expenditure. In 
such cases the correlation between sales and advertisement can 
be extremely misleading, as both the records of the individual 
firm s and of the industry show an increased expenditure upon 
advertising which accompanies an increase in sales, but which was 
not deliberately embarked upon in order to enlarge their sales 
by the amount shown, as a paying proposition, but in order to 
protect the market of each from the advertisement of the others. 
Ultimately, of course, just as every product is a partial substitute 
for any other, every piece of advertisement is a possible encroach- 
ment upon somebody’s market. 

The second group of difficulties, those connected with the timft 
lag between outlay and return, cannot be separated from the 
question of how far expenditure upon advertisement is divisible. 
It is the common conviction of all writers upon the practice of 
advertisement that unless enough is spent to “ make a good show,” 
and unless the good show is kept up long enough to make an 
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impression on the pubKo memory, advertising appropriations tend 
to be wasted. The minimiim sum is, of course, determined by 
the size of the potential market ; the length of the minimum 
period over which expenditure must be maintained appears, 
however, to be considerable. F. W. Taylor ^ quotes the managing 
director of Carreras as saying, ** Sums like £6,000 and £10,000 are 
less than a mere bagatelle in the buying of newspaper space for 
anything like a worth-while campaign directed even to winning a 
foothold in the market for cigarettes, New-comers to national 
advertising must realise that they must not expect it to pay for 
the first two years.*’ Sir. L Weaver,^ in the course of an article 
on the scheme for the advertisement of coal gas promoted by the 
British Commercial Gas Association, is in substantial agreement, 
although speaking from experience gained in the advertisement of 
a very different commodity. “ Experience shows that a co- 
operative campaign on a very restricted scale is waste of money. 

. . . It is reasonable to budget for a campaign of not less than 
three years, and to provide for its annual increase in the pro- 
portion, for these years, of 2 : 3 : 4 as an ideal, but in any case of 
not less than 2:3:3. I know of no co-operative campaign that 
has been conducted competently and with vision that has ceased 
after three years, and that is as long as the organisers need be 
asked to look forward. . . . The agents cannot hope to see any 
return on their first year’s work, which must inevitably be con- 
ducted at a loss.” 

If the period needed to impress the public mind by means 
of advertisement is so long, it is difficult to know where to place 
the costs of an advertising campaign. Clearly in the case of a 
new firm entering the market, and preparing its path by in- 
troductory advertisement, the cost of this introduction should be 
placed among the sunk costs of the firm, and cannot enter into 
prime cost. Similarly, if a firm already in existence plans to 
extend its activities from serving a local market to serving a 
national one, the interest upon the money spent in assisting to 
effect the transition is as much a part of the new fixed costs of the 
firm as are the interest charges upon the enlarged productive plant. 
But if, when the new firms, or the enlarged firm, are in operation 
at what is now their normal scale, they vary their advertisement 
from time to time, it is difficult to be quite sure how to place the 
increased expenditure, or to know over what period of time to 
expect results attributable to the increased expenditure. 

^ The JEJconomics of A^dvertisement, p. 217. 

® Advertiaing World, May 1927. 
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It is probable that fairly steady advertisement, continuing 
after the normal scale of production of the firm has been reached, 
should be considered a part of prime cost — ^as a necessary part of 
the expenditure specific to producing and selling a given output. 
It will thus enter into the marginal net revenue curve determining 
output, albeit as a minus quantity. But any considerable changes 
in advertisement, as it is not probable that their full results will 
become manifest until some time after they have taken place, 
cannot be regarded as prime cost to be measured against current 
sales. Indeed, if a sufficiently short period be taken, they fall 
into the category of sunk costs. It seems, therefore, that there 
are two distinct ways of treating them, either of which is equally 
likely to appear in practice : they may be spread out over the 
period in the course of which it appears reasonable to suppose 
that their effect will become exhausted, adding interest to the 
dwindling principle, or, alternatively, they may be treated as sunk 
cost and the interest upon them added to the fixed costs of the 
firm. It is evident that the adoption of either one of these two 
methods would give a very different version of the profitability of 
an advertising campaign from that resulting from the employ- 
ment of the other. The more usual accounting practice appears 
to consist of some variation upon the former method, and is 
probably the more correct. The diversity of practice is, however, 
y^esiry great, and Cherrington,i whose work in this field won the 
commendation of Marshall, puts the position veiy clearly. 

At one extreme we have firms who contend that since ad- 
vertising results cannot be shown separately on the books, the 
only safe treatment is to handle all advertising outlay as if it were 
a dead loss. Again, we find those who contend that an advertised 
product is already partly sold, and that . . . advertising outlay 
should be treated as selling expense. And yet again we find those 
who believe that the effects of advertising are mainly on the value 
of the product in trade, and that therefore these expenses belong 
among production costs. And still others believe in treating these 
outlays as of the nature of an investment.” This confusion 
obviously is a factor tending to minimise the value of any statisti- 
cal analysis of advertisement; unless one is aware over what 
period the return from an increased outlay is to be expected, 
the correlation of sales with advertising expenses can produce the 
most i^leading results. This difficulty is, of course, only the 
reflection of the real problem of the entrepreneur. 

The third group of difficulties arises out of the fact that the 

^ jLdvertising as a Business Borce^ p. 171 * 
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vast bulk of advertisement is carried out through the intermediary 
of specialised agencies, which are quite naturally interested in 
persuading the entrepreneur to spend the maximum upon adver- 
tisement, and whose stock-in-trade consists of an exhaustive 
knowledge of the technique of persuasion. The probable result 
of this is hinted at by Baster when he says, If advertising 
agents mislead their clients by the same means as they mislead 
consumers, which seems not unlikely, business men will carry their 
advertising expenditure past the point at which it ceases to be 
profitable.” The obvious comment which one is tempted to 
make concerning this argument is that all the firms supplying 
goods or services to the firm in question are attempting to maxi- 
mise their sales to it, and are themselves employing skilled ad- 
vertising agents to that end. And it may further be observed 
that if the persuasiveness of the advertising agent is sufficiently 
great to influence the hard-headed business man to employ him 
extensively, it will necessarily be adequate to the task of selling a 
proportionate quantity of his wares to the less hard-headed 
public. 

But this is not quite right. If an enterprising oil-merchant 
persuades firm A to buy more engine oil than it needs, the only 
effect upon firm A is that for a time capital is tied up unremunera- 
tively in excess stores, and the effect upon its rival, firm B, is 
nothing at all. If, however, firm A spends too much upon 
advertisement, i,e. proceeds upon the assumption that the success 
of an advertising campaign on its part will have no effect upon 
the conduct of its rivals, the effect upon firm B will almost cer- 
tainly be such that it will retaliate with an advertising campaign 
of its own. This is the assumption which Chamberlin ^ employs 
as the basis of his section on “ Selling Costs and the Theory of 
V alue : Group E quilibrium, ’ ’ and as it is there advanced the present 
writer has elsewhere criticised it, on the grounds that it does 
not appear reasonable to assume that an entrepreneur can know 
his market sufficiently well to be aware of what the return to him 
from an advertising campaign would be, on the assumption that 
the selling costs of his competitors remained unchanged, without 
at the same time having a pretty shrewd idea of how far they 
were likely to change when his own changed. It now seems, 
however, that an explanation for the frequency of this sort of 
conduct is forthcoming, in the presence of an interested party, 
and to the extent to which credence is given to this explanation 

^ Op, cit., p. 86 n. 

® Op, cit., pp, 149—70. 
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on© must view with, scepticism the defence which Taylor ^ 
advances for the market research ” activities of the advertising 
agencies. 

The situation seems to be that if only one firm in an industry 
allows itself to he persuaded to over-advertise, a general increase 
in the scale of advertisement must become universal. The ad- 
vertising industry thus appears to enjoy what may be called 
external economies ” to an extent which is only equalled by the 
a rm a.m Pint industries ; an increase in the business of one agency 
almost inevitably leads to an increase in demand for the services 
of all the rest. In these circumstances it is not unreasonable to 
suppose that the existence of specialised firms whose profits depend 
upon the amount of advertisement they can persuade their clients 
to undertake, and whose profession it is to persuade, is a factor 
making for increased difficulty in the already complicated task of 
imputing returns to expenditure upon advertisement. 

The preceding catalogue of the difficulties of imputation, 
with its rough threefold division, seems to leave it well within the 
limits of probability that a considerable proportion of the re- 
sources devoted to advertisement is wasted (quit© apart from the 
application of any ** social ” criterion) in the sense that it does 
not lead to a sufficient increase in sales to pay for itself. How 
far is it possible for statistical investigation to answer this question ? 
The data needed for any really satisfactory investigation would be 
very full, and its results would not be very certain, but they 
might lead to some indication of the degree to which the theoretical 
treatment of advertisement in relation to prices indicated in 
the previous section are applicable to the real world. 

Por purposes of such an ideal investigation it would be necessary 
to have figures of sales and advertising expenditure both for 
individual firms and for industries as a whole. If, for an industry 
as a whole, an increase in advertisement was accompanied by an 
increase in sales, there would be a presupposition in favour of 
the view that advertisement was profitable to the typical firm 
in the industry. But if, as in the hypothetical case cited earlier, 
the misguided advertisement of one firm had led to a general 
extension of retaliatory advertisement involving the industry 
in general losses, but transferring some new custom to the in- 
dustry, these data are not enough. They require to be reinforced 
by a record of profits ; if, when the industry as a whole increases 
its advertisement, its profits also increase, it is fairly safe to take 
an optimistic view of the results of advertisement for that industry 

^ Op. cit. 
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— although the mere co-existence of increased profits and increased 
advertisement is no evidence of causal connection. It is possible 
in such a case that had less been spent upon advertisement (with 
or without following a different policy of price or product varia- 
tion), profits might have been still greater ; it is also possible and 
indeed probable that the effect of the general cyclical movement, 
or a secular change specific to the industry, may have inflated 
profits and advertisement together. The former of these two 
disturbing factors may be eliminated by measuring changes in 
profits against some comparable general average, and changes in 
advertisement against an index of total expenditure thereupon. 
The latter cannot, and indeed should not be eliminated, as there 
is no way of ascertaining if the secular change was or was not the 
result of advertisement. In a general sense, however, it is 
probably true that if the profits of any one industry are increasing 
faster than profits in general at the same time that advertisement 
in that industry is increasing more rapidly than advertisement in 
other industries, advertisement is “ productive ” for the normal 
firm in the industry. This implies that the normal firm can be 
fairly certain about the results of its expenditure upon advertise- 
ment and is unlikely to spend more than is profitable for itself 
considered alone, or, which is another aspect of the same thing, 
is unlikely to start an advertising “ war in which the profits 
of all firms in the industry would diminish. On the contrary, 
if increases in advertisement in an industry are accompanied by a 
simultaneous fall in profits throughout the industry (even if 
sales increase), it is probable that the difficulty of imputing ad- 
vertising costs has not been solved by the normal firm. 

There is one exception to this argument which is of some 
importance. If one or more firms in the industry are rapidly 
growing at the expense of others, then as their profits, sales, and 
advertisement increase together, sales and profits of others will 
diminish ; but it is quite possible, even if the imputation of 
advertising costs is perfect, that the outlay of the losers may go 
up as a means of minimising their losses. Thus the industry 
may show a relative fall in profits (if the losers are making heavy 
losses) accompanied by an increase in advertisement, which pays 
the expanding firms, because it is the cheapest way of accelerating 
their expansion, and pays the firms whose markets are shrinking, 
because it is the most effective method of minimising their 
inevitable losses. If the Marshallian hypothesis can be accepted 
and this movement upwards and downwards can be assumed to 
be fairly steady, then the effect of growth and decline wdll be 
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approximately the same in all industries, and may be overlooked. 
It should be noted, however, that this will only be the case if it is 
possible to handle large groups of firms at the same time. In 
cases where an industry under consideration consisted of a 
comparatively siTyifl.n number of large firms it would be necessary 
to have some acquaintance with the history of each firm before 
attempting to interpret the statistics. 

With these provisos in mind it is possible to attempt to 
interpret such data as are available for the last few years with a 
view to ascertaining whether advertisement was or was not on 
the whole a “ paying proposition.’* 


Table I 

Association of Increased and Decreased Advertisement witTh 
Increased and Decreased Drofits. 

Years ending in 1933 and 1934, 


Hesoription. 


104 MisceUaneons Companies 
14 Companies prodncing motor-cars 
11 Companies producing articles of clotMng 
9 [Breweries, jDistillerios and Wine Meroliants 
6 Companies producing boots and sboes 
4 Companies producing furniture . 


Positive, 


57 

10 

3 
7 

4 
3 


Negative. 


47 

4 

8 

2 

2 

1 


Table II 

As above ; 83 selected Companies classified according to 
Expenditure upon Advertisement, 


Expenditure. 

Positive. 

Negative. 

8 

+ £100,000 






7 

1 

12 

£100-£50,000 . 






7 

5 

14 

£60-£26,000 - 






7 

7 

15 

£26-£10,000 . 


• w 




8 

7 

34 

— £10,000 

• 

• 

- 

• 


15 

19 


The main piece of evidence concerning the relation between 
press advertisement and profits is derived from a comparison 
between the record of press advertising in the Statistical Review of 
Press Advertising and the profit records of a number of firms over 
a period extending from the third quarter of 1932 to the present 
day. The extent of the information available, however, is far less 
than might be expected. In the first place, of the several thousand 
companies quoted in the Itevi&w, only 104 satisfy the double 
criterion of being quoted throughout all the quarterly records 
of the Review, and being public companies whose profits are 
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available in a suitable form. Moreover, expenditure upon 
advertisement is classified in tbe Review according to the product 
classified, and it is possible, in the absence of a complete know- 
ledge of the whole range of products of all the firms, to make 
grave mistakes concerning the degree to which the expenditure 
quoted represents the total expenditure of the firm. It is be- 
lieved that this difiS-culty has been satisfactorily overcome in 
the case of the whole of these 104 firms. The two years under 
comparison, 1932—33 and 1933—34, are not quite identical in the 
case of all the firms concerned owing to the different dates on 
which their financial years end : in general the period covered 
coincides with that of commencing industrial recovery. Thus, 
in the preliminary examination which follows, in view of the 
general advance in profits during the period, where profits have 
remained unchanged they are considered to have diminished. 

Table I gives the association between movements in advertising 
and in profits for the two years ; of the 104, 71 increased their 
profits during the period, and of these 40 increased and 31 de- 
creased their expenditure upon advertisement. Of the 33 whose 
profits decreased during the period, 17 decreased and 16 increased 
their advertisement. Of the 66 which increased their advertise- 
ment, therefore, 40 increased their profits, and of the 48 which 
decreased their advertisement, 31 increased their profits. 

Separating off industrial groups we find that of 14 companies 
producing motor-cars, 13 increased their profits, and of these 
nine increased their advertisement. In 10 cases advertisement 
and profits moved together; in four cases, in all of which ad- 
vertisement diminished, they did not. Of 1 1 companies producing 
various forms of clothing, seven increased their profits, and of 
these six decreased their advertisement. Of nine breweries, 
distilleries and wine merchants, eight increased their profits, 
and of these seven increased their advertisement. In the case 
ot six boot and shoe companies, three of the four who increased 
their profits increased their advertisement, and in the case of the 
four furniture companies all increased their advertisement and 
three increased their profits. 

I’rom this table and the preceding rough analysis it appears 
that there is no association whatsoever between movements in 
profits and in advertisement. Taking all the companies together, 
association is completely absent, and even in those groups such as 
the motor industry, where some degree of association appears to 
exist, the smallness of the group invalidates the conclusion. 

It is of interest at this stage to reclassify the companies accord- 
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ing to tiieir actual expenditure : for this purpose it is necessary 
to exercise a rather more rigorous method of selection than for 
movements in advertising expenditure. Eighty -three of the 
companies survive this process of selection and appear in Table II. 
The general impression which one derives from this table is that 
there appears to be some justification for the often repeated argu- 
ment of the advertising profession, that failure in advertisement 
usually results from defect from, rather than excess of, the 
optimum expenditure. It also leads one to believe that the value 
of mere reiteration as a means of making advertisement effective, 
reputed to have been the discovery of Bonner, the publisher of 
the New York Ledger^ remains greater than the exponents of 
“ scientific ” advertisement are prepared to admit. 

The next step is to make a somewhat more intimate comparison 
between the advertising expenditure and profits of each of the 
firms concerned. As we have seen, the ideal method to estimate 
the profitability of advertisement would be to compare changes in 
prices, in sales, and in advertisement against a background of 
prevailing economic conditions with the record of the price and 
advertisement policy of the closest rivals of each of the firms 
concerned depicted, as it were, in the middle distance. Unfortu- 
nately all that is available is the record of profits and advertise- 
ment for 82 firm s. In order to relate these, in each case, to the 
resources of the firms concerned, both are expressed in the calcula- 
tions which form the basis of the succeeding tables as percentages 
of the total assets of the firm in the year ending 1 9 34. This datum, 
although less relevant to the matter in hand than the firm’s 
turnover, which in almost all cases is unobtainable, is perhaps a 
safer indication of the scale of the firm’s activities than any other 
of the limited number available. In some cases, where pro- 
longed depression has led to a writing down of values, it has 
become unreliable, but in all cases where this appeared to have 
been the case the firm has been eliminated from the record. 
Table III gives the correlation between the profits and the 
advertising expenditure of the^firms in 1932-33, both being ex- 
pressed as a percentage of the total assets of the firm, a.rtfl the 
correlation between movements in profits and advertisement 
between 1932-33 and 1933-34 on the same basis. 

The result of these correlation tables is to confirm the con- 
clusion derived from the association tables. In the case of all 
the firms taken together, when the totals of profit and advertise- 
ment are compared for 1932—33 one would expect the different 
marketing problems in different industries to lead, as they 
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Table III 


Correlation between Advertising Mxpenditure and Profits. 


Group of Firms. 

Press Advertising 
and Profits in 1933, 
both, expressed as 
% of Assets of 
the Firm. 

Bit to. Movements 
between 1933 and 
1934, also as % 
of Assets. 

82 Miscellaneous . 


•30 

— -04 

9 Motor firms 


•46 ± -19 

•67 ± *12 

6 Boot and slioe firms • 


‘30 

•27 

6 Textile firms 


•64 ± ‘17 

— -41 db *23 

5 Breweries, etc. . 


— -02 

— -35 ± -26 

5 Firms producing medicated foods 

•22 

— -66 ± -IT" 

4 Furniture firms 


— -31 

•23 

4 Tailoring firms . 


-44 db -26 

•80 db *12 

7 Firms spending on advertisement 



-1- £100,000 . 


•61 -145 

•18 

31 Firms spending — £10,000 

• 

•31 

— -12 


obviously do, to an. absence of correlation. But even in tbis case 
one would expect some correlation in tbe movement of advertise- 
ment and profits over the two years in view of the general ex- 
pansion of profits (see Table TV). The reverse, however, is the 
case : evidence of correlation is even weaker in column 2. In 
only one case, that of the movements of profit and advertisement 
in tailoring, is even the very weakest evidence of correlation 
apparent, and this must be discounted on account of the smallness 
of the group. It appears, therefore, that if press advertising can 
be relied upon as any indication, and if movement during a 
period of moderate recovery is in any way representative, there 
is absolutely no connection between advertisement and profits. 

Table IV, although not strictly relevant to the problem, is 
appended as a matter of general interest : it shows clearly the 
divergent policy of different industries concerning their expenditure 
upon press advertisement. 

III. It appears probable from the evidence of the preceding 
section that the effect of advertisement is very similar to that 
suggested by Chamberlin.^ “ Wherever price competition 
functions imperfectly, then, it seems likely that advertising 
diminishes the discrepancy between the actual and the most 
efficient scale of production. But total costs and prices are higher. 
Selling costs per unit are greater than the decrease in production 
costs. The resources expended to achieve this result are there- 
fore greater than those saved by achieving it. And, of course, 
the balance of excess capacity remains.” ELe arrives at this 
conclusion by assuming that faulty judgments on the part of 

Op. cit., p. 172. 
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Table IV 

Ccnvparison of Average Profits with Average Expenditure upon Press 
Advertising ; both expressed as % of the Assets of the Firm. 


Group of Firms. 


Profits and 
Advertisement 
in 1933. 

Changes in Profits 
and Advertisement 
1933-34. 



p. 

A. 

p. 

A. 

82 Miscellaneous 

. 

10*3 

4-1 

2-8 

0-0 

9 Motor firms 


133 

3-1 

3-8 

6 

6 Boot and shoe firms 


7-1 

1-36 

11 

•2 

6 Tesitile firms 


9-65 

3-1 

20 

— -5 

5 Breweries, etc. 


18-1 

2-0 

8-8 

•4 

5 Firms producing medicated 

foods 

8-6 

5-4 

0-0 

•3 

4 Furniture firms 


4-3 

13-1 

4-1 

1-7 

4 Tailoring firms .... 

7 Firms spending on advertisement 

3-1 

3-5 

•7 

— -05 

+ £100,000 


9-9 

7-4 

1-6 

•3 

31 Firms spending — £10,000 

• 

7-2 

1-0 


00 


oligopolists, concerning the effect of their own advertisement 
upon the advertising policy of their rivals, led to a steady bidding 
Tip of selling costs, nntil only those firms can survive which are 
operating upon a scale sufilcient to enjoy those economies which 
obtain in the immediate vicinity of what would be the optimum 
scale of production under perfect competition. Thus cost of 
production will be almost, or quite, as low as, under perfect 
competition, selling cost will be high, and while the price may be 
greater or less than under imperfect competition without advertise- 
ment, the cost of advertisement will absorb the difference between 
it and the cost of production. 

Now, if it is impossible to establish any correlation either 
between the scale of advertisement and that of profits, or between 
changes in the former and in the latter, it certainly appears 
that the advertising agency is playing the part assigned to it, as 
a hypothesis, in the earlier part of Section II : it is reinforcing 
what seemed to be the weakest link in Chamberlin’s chain of 
argument, confirming large monopolies in their position, and at the 
same time causing their costs to equal their revenue. One may 
note, in passing, that most of the economies of scale in advertise- 
ment catalogued by Chamberlin will be rendered available to the 
small advertiser by the employment of an agency ; thus there will 
be no such cumulative rate of growth, on the part of the most 
immediately successful, as would lead to complete monopoly.^ 

^ This statement needs an obvious qualification. The services of a specialised 
agency may enable the small firm to spend what it has to spend with as much 
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Indeed movement towards production at, or near, the optimum 
scale of production will be slower, on the whole, the more nearly 
the efficiency of advertisement is equal to all its employers. 

Is it possible to produce any further evidence in favour of 
this conclusion? Owing to the courtesy of the London Press 
iExchange, records of the advertising expenditure of eighteen 
firms are available since 1927. Only four of them, unfortunately, 
are public companies with published profits, but in none of the 
four cases is the slightest correlation apparent between advertising 
outlay and profits. Thus these, at least, conform to the pattern 
set by the result obtained by analysing the returns from our 104 
companies ; the correlations, on a yearly basis, are respectively 
•33 i *20, *22, — -20, and — -70 db *12. Now if, as one has some 
justification for expecting, these firms are representative of the rest 
of the sample, one would expect to find some indication that the 
advertising expenditure of those which were in direct rivalry 
would tend to move very closely together, on the assumption 
that any temporary advantage gained by one as the result of 
advertisement would immediately be counterbalanced by the 
retaliation of his rivals. The firms in question were chosen with 
the end of throwing light on the validity of this hypothesis; 
they consist of nine pairs of firms in nine different industries, in 
all cases firms large enough for their policy to affect that of the 
industry, and in several instances of the two most important 
firms in the industry. Put, unf ortimately for the thesis they were 
collected to sustain, they do not behave in the expected manner. 
The correlation of advertising expenditure between each pair of 
competing firms, over a period extending from 1927 to 1934, 
annual average being taken to exclude the fictitious similarity 
given by seasonal fluctuations, varies from *94 ± *03 to — *33, 
with a fairly regular dispersion and an average of *39. 

Another aspect of the conclusions to which Section II seems 
to lead may be illustrated by comparing estimates of changes in 
the total expenditure upon advertisement over a period of years 
with estimates of the growth of ejBficiency. On a priori grounds one 
would expect the cost of advertisement to absorb a fairly large 
proportion of the frmts of technical progress, if the cost of 
advertisement is effective in reducing the profits of imperfect 


effect as tlae largest firm could derive from tlie same expenditure, "but it cannot 
enable the small jGLrm to spend as mucb. as its more powerful rival. Th.e fact 
that it is possible for, say, Ruritania to produce bombing planes by means of 
the optimum size plant, does not make the outcome of war between Ruritania 
and the XJ,S,A. into an even chance. 
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competition to a “ normal ” level. Taylor ^ produces evidence, 
drawn largely from the census of production, which indicates, 
with a considerable probability of correctness, that the total cost 
of advertisement in Great Britain both in the year 1930 and in 
the year 1924 was in the immediate vicinity of £70 m. If it can 
legitimately be assumed that the course of press advertising, 
as indicated by the totals recorded by the Statistical Review of 
Press Advertising, is representative of the movement of advertise- 
ment in general, and if it is considered that advertisement in the 
national dailies, which is on record over a long period, can be 
“ grafted ” on to the Review index of press advertisement without 
involving too great a discontinuity,^ then it is possible to estimate 
the changes in the total national bill for advertising since 1924. 
No very great claims can, of course, be made for the result of this 
extremely roundabout method, but as it is only produced in 
order to be compared with estimates of general changes in efficiency 
which can claim no more legitimate origin, it is produced without 
further apology. 

The most relevant dates to select for purposes of comparison 
with estimates of changes in industrial efficiency are probably 
1924, as a starting-point; 1929, as the last “boom” year; and 
1934, as an illustration of recovery. Following the method out- 
lined above we obtain as the total cost of advertisement £70 m. 
for 1924, £83 m. for 1929, and £77 m. for 1934. These figures 
are of greater interest in another form. Colin Clark, in The 
National Income, estimates expenditure upon consumption 
(excluding rent of dwelling-houses for obvious reasons and dis- 
tributive and other services) at £1,914 m. for 1924 and £2,032 m. 
for 1929 ; it is probable that the comparable total for 1934 is in the 
immediate neighbourhood of £1,859 m. Thus the change in the 
cost of advertising between 1924 and 1929 represented an increase 
equal to ‘4 per cent, of expenditure upon consumption as defined ; 
it was 3*7 per cent, of consumption in 1924, and 4-1 per cent, in 
1929. A similar comparison gives us a further increase of *04 per 
cent, between 1929 and 1934. Comparison of these figures with 
estimates of progress in efficiency in the consumption industries 
will enable the reader to judge for himself to what extent the 
results have been ofiset by the devotion of resources to advertise- 
ment. The direct effect, at least, appears to have been very slight. 

^ Op. cliap. vi. 

If tla© movements of advertisement in th.© national daily papers between 
1924 and 1930 are compared with Mr. Taylor’s figures, they wiU he observed to 
move very closely together. 
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This concludes the evidence which it has been possible to 
collect in support of the thesis that in general the entrepreneur 
is unable to estimate with any substantial degree of accuracy 
the results of his expenditure upon advertisement. Its volume 
is slight and it is possible that the interpretation put upon it in the 
preceding pages is not the only one, and perhaps not the most 
plausible one, of which it allows. Had it been possible to arrive 
at a contrary conclusion, the method of analysis roughly outlined 
in Section I might have been elaborated and employed, in those 
cases where data were obtainable, in order to estimate the effect 
upon prices of changes which are taking place at present in the 
advertising policy of various consumers’ goods industries. In the 
existing circumstances, however, it is not possible to do this. 
The conclusions at which we have tentatively arrived indicate 
indeed that the prevailing level of prices in those industries in 
which advertisement plays a large part is above that which would 
obtain under conditions of perfect competition, although possibly 
below that to which imperfect competition without advertisement 
might lead. But as no one knows what these prices would be, 
and even if one could estimate them, no one knows how far the 
presence of advertisement increases or lessens the imperfection 
of the market. Therefore any attempt to arrive at a theoretical 
anticipation of the results of changes in the advertising policy 
of an industry seems to be quite out of the question. 

HENitY Smith 

Cambridge. 
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THE SOCIAL SIGHIFICAHCE OF THE THEORY 

OF VALUE 

§ 1. The pxtrpose of this article is to examine the view that 
the theory of value can he used, to defend, that particular organ- 
isation of economic life which is based on the institutions of 
competition and of private property in the material factors of 
production. 

§ 2. The theory of value is used in two quite different ways 
to throw light upon the problem of economic organisation : 

In the jfirst place it is used to elucidate one important aspect 
of that problem. It analyses the logical implications of a pre- 
supposed scarcity of means necessary to the achievement of 
certain ends. It reveals the existence of the problem of choice 
and emphasises the importance of a trustworthy economic 
calculus. It reveals the relationship between t his calculus and 
personal liberty in consumption. It shows that only one hind 
of calctdus will do, and that if individual consumers are to be 
fcee to influence the relative outputs of commodities in order to 
secure that combination of goods which they prefer, there is 
one arrangement of resources which is better than any other. 
Such an arrangement can only be revealed by discovering the 
value of the marginal products of mobile resources in all uses.^ 

Rut all these forms of the theory are purely analytic. They 
show the logical implications of certain assumptions. They 
diagnose the problem of combining a utilitarian calculus with 

^ has frequently been argued that sucli a principle is invalid because 
(a) a free pricing system may reduce total output, and (6) relative productivities 
liave no meaning in a regime of unequal incomes. Suob arguments, bowever, 
miss tbe essential point. In tbe first place, no convincing reasons have ever 
been advanced for supposing that a S 3 rstein of costing aimed at satisfying oon- 
s um era* demands would reduce output. tVliy should one arrangement of re- 
sources be more diiHcult to achieve than another ? In the second place, 
the principle is independent of the distribution of income. If income were 
equally distributed the ideal of freely chosen consumption remains. Inhere 
naay be something to say for bringing about the redistribution of income in a 
trai^itional stage partly by subsidising the goods consumed by the poor and 
taxing those consumed by the rich. Sut such a policy would leave the principle 
freedom unaffected. The principles concerning the distribution 
of income are independent of the way in which the recipients of income can 
effect the distribution of resources. See liickinson, Eooitomio JorritiirAi., 1933; 
IMaurice Eobb and A.. Xiemer, R&vi&io oj JEconoTnic iStiK^es, 1934, for discussions 
of this problem. 
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liberty, but they tell us nothing of the institutions by whicb 
the real problem of arrangement can be solved. 

In the second place, however, the traditional theory of value 
does go beyond mere diagnosis or formal logic. The theory 
of competition sets out to show that, under a certain set of 
actual legal institutions, the correct calculations and the best 
arrangement of resources (in the above sense) will be made. 
Reduced to its barest outline the theory of competitive eq^ui- 
librium attempts to prove, (a) that if the goods demanded by 
the consiuners can be subdivided so that there are many buyers 
and many units in demand, and (6) that if production can be 
organised without technical loss in a number of separate manu- 
facturing and commercial units, the best arrangement of re- 
sources will be secured by private property in land and capital.^ 

The theoretical demonstration requires two further conditions 
that are not always stated plainly. The atomic producers must 
possess a peculiar tyjpe of foresight. They must have enough 
foresight to plan production so as to maximise their long-period 
profits. Otherwise they would fail to make the adjustments 
necessary to secure the best technical arrangements for production. 
But they must not possess too much foresight, or they may 
cease to compete. Again, competitive equilibrium will only be 
reached as long as the rate of change in the data — ^the underlying 
demand and cost functions — is not greater than the maximum 
speed of adjustment of which the producers are capable. Other- 
wise the competitive adjustment will always be towards a situa- 
tion that has already become irrelevant and no tendency to 
equilibrium would be present.® 

On the basis of these four assumptions it has frequently been 
claimed that the theory of value proves that private enterprise 
will secure the best arrangement of resources for any “ want 
and production system ” whatever. 

The conclusion is held to follow wherever the conditions of 
scarcity exist, and to apply to any type of product whose use 
and manufacture can both be sufficiently subdivided. Each 
product will absorb just that quantity of mobile resources which 
is desirable.® Property in capital resources and the pursuit 

^ See T. E. Gregory’s An JEJconomist looks at JPlanning^ passim; Hayek, Tlie 
Trend of Economic Thinking,” JBJconomica^ 1933; Robbins, The Great 
T> expressions Chaps* VH and VIII, passim, partietilarly Chap- VIII ; Plant, 
Journal of Transport^ 1933; and Collecti'inst Economic JPlanrvings especially 
Hayek’s “ The Present State of the Debate*” 

2 See Rosenstein-Rodin, JBI conomica, 1934* 

3 See Marshall’s BrincipleSs Rook V ; Pigou, Elconomica of Welfare, Part II, 


etc. 
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of private profit are sufficient incentives and imply sufficient 
wisdom to bring such an atomic world into equilibrium. It 
has even been demonstrated that the private ownership of 
relatively small plots of land will cause a railway line between 
two places to follow the economically desirable ” route despite 
the indivisibility of the line itself.^ As the theory of value has 
been extended to cover more and more obscure cases in recent 
years, it is not unnatural that it has also been used as part of a 
rationale of the institutions of individual enterprise. But to 
prove that one set of institutions will achieve a desired end does 
not prove that no other set can achieve it better. A different 
set of arrangements and sanctions might very well achieve the 
same end more expeditiously and more justly than competition 
and private property. It has been argued that a planned 
socialism provides just this better way. But it is not with 
the problems of economic calculus in a planned economy 
that we are for the moment concerned; rather with the claims 
made on behalf of private property and competition. 

§ 3. It should be apparent at once that the theory of com- 
petitive equilibrium can cover only part of the economic field. 
Any end which cannot be atomised cannot be dealt with by an 
atomic analysis. Such ends are common. Satisfaction may be 
derived from the contemplation or enjoyment of a certain set of 
relations embracing all elements in an economy instead of from 
the consumption of a physically divisible commodity like boots. 
The enjoyment of economic equality, for example, means the 
establishment of an indivisible set of relations between all the 
human factors of production in so far as they are recipients 
of final income. Security from disease demands the observance 
of certain rules and the performance of certain productive tasks 
designed to create a particular condition affecting all parts of the 
community. Protection from external aggression — the creation 
of a state of military preparedness — ^means that the organisation 
of the whole industrial system must take on a certain character. 
The end in each of these cases is a complex and integrated whole. 

Such ends cannot be brought within the scope and calculus 
of competition. It is not, of course, impossible to produce in 
competitive industries any of the separate commodities required 
by these ends. Antiseptics and armaments, medical and military 
services could all be produced by competing firms. But the 
ends themselves — ^the total states of the economy — cannot be 
chosen or secured by individual action. They presuppose a 
^ An xuxpublislied paper by Mir. R,. Q. D. Allen. 
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social choice. For their achievement the central organisation 
and control of economic life is essential. 

There is no evidence to suggest that these integral or in- 
divisible or social ends are quantitatively less important than 
divisible or individual ends. 

This limitation to the applicability of the theory of competi- 
tion is much more severe than it looks at first sight. The arrange- 
ment of the scarce factors demanded by the social ends may be 
in conflict with that required by the individual ends. The end of 
military preparedness, for example, may require the production 
of wheat to stand in a different quantitive relation to the production 
of coal from the relation that would be established between them 
if, as divisible commodities, they are produced under conditions 
of uncontrolled competition. It is, therefore, impossible to 
separate off a sphere of economic life peculiarly suited to com- 
petitive organisation while leaving a restricted field for the 
activity of a central authority or state. ^ The existence of 
satisfaction arising from the total state of the economy may 
leave no part of it unaffected. Nor is it possible to dismiss this 
problem as lying partly within the world of ends. If economics 
is defined as the study of the arrangement of scarce means with 
relation to the pursuit of any set of ends,^ it must be relevant 
to consider the ends which postulate certain relations between 
all other elements in the economy. The satisfaction obtained 
from the contemplation of economic justice or the sense of 
military security is just as much a consumers’ satisfaction as 
the consumption of bread and potatoes. And it arises equally 
from the distribution of scarce means between alternative uses. 
Neither production aimed at the satisfaction of such ends, nor 
the control of the relations between these ends and all others, 
can possibly be treated by a theory of competitive adjustment. 
Nor does the existing theory of Public Finance meet the need. 
The truth is that a theory of competition cannot be made into 
a theory of general productive equilibrium because it cannot 
treat certain important types of production at all. For certain 
types of production the whole ecomony is the relevant unit, 

§ 4. Leaving the existence of integral consumers’ ends on one 
side, it can also be shown that even within the restricted sector 
of production organised in atomic units, the theory of com- 
petitive equilibrium fails to justify the institutions of competition. 

1 Tliis implies that the contemporary search for an “ agenda for the State 
is analytically indefensible. 

® Professor Robbins* Nciture and Significance of Economics, passim. 
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Tliere is, for example, a striking incompatibility between tbe 
conditions tbat make competition possible and those consistent 
with the best arrangement of resources. An inescapable di- 
lemma lies hidden in the degree of foresight supposed. If one 
degree of foresight is assumed, the stability of competitive 
conditions becomes unlikely. If a less degree is imagined, the 
correct long-period adjustments cannot be made. 

1. If we make the extreme assumption that the individual 
producer acts as though his output will have no infiuenoe upon 
the market price, then it is plainly implied that he must remain 
ignorant of the true long-period relation between output and 
price. He is unaware, that is to say, of the reaction of his 
competitors’ supply to the change of price which is common 
to him and them, and also of the effect on market price of their 
combined change of output. In these conditions it is impossible 
for industries to make the correct long-period adjustments.^ 
If, for example, there is an increase of demand for a commodity, 
the price received by the competitive entrepreneurs will rise. 
They will aU assume that the new and higher price will remain 
unaffected by their individual output policy. Each entre- 
preneur will raise his output to the point on his marginal cost 
curve where marginal costs are equal to the new price. He 
will also begin investments in new fixed capital which are justi- 
fied, and only justified, on the assumption that the new price is 
independent of his own output policy. On the same assumption 
new entrepreneurs will enter the industry. But, of course, 
the market price is not independent of the output of the in- 
dustry, and the action of the atomic producers taken together will 
reduce the market price and falsify the expectations upon which 
output and investment policy were based. Over-investment 
will be induced, despite the fact that the increase in demand is 
itself permanent- As long as the degree of foresight is limited 
to the assumption of a price dependent on the firm’s output 
policy, the value of the estimated marginal product of resources 
to the individual entrepreneurs must exceed their true long- 
period marginal product both to firm and industry. 

Two sources of possible confusion should be avoided at this 
point. The over-investment in fixed capital will not be as great 
as might at first sight appear. When the demand curve first 
moves to the right the market price will rise to its highest point. 
But there will be some immediate increase of output involved 
in bringing marginal costs up to the new price. Market price will 
^ See Mrs. Wootton, JE^lan or No I^lan, Chapter III, § 2. 
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therefore decline from this first high point and investment in. 
new fixed capital will be directed to the short-period equilibrium 
price and not to the high price that rules the moment after the 
demand curve has moved to the right. Investment will never- 
theless be misdirected. The short-period equilibrium price, 
which is equal to the marginal cost of output in the existing 
firms, is still above the price which will rule after the product 
of the new investment in fixed capital is brought to the market. 
The final and still lower price will not rule until after the period 
in which the new investments are completed and the malad- 
justments irrevocably made. 

This is but one example of the confusion and error which must 
arise if foresight is so limited. For the same reasons, output from 
competing producers may be increased when demand declines, 
technical inventions may be over-utilised and cumulative mone- 
tary disequilibria generated. The lack of foresight consistent 
with perfect competition carries with it an appalling blindness of 
conditioned response. 

In the second place, it might be thought that the mere gener- 
ality of pure competition might prevent the misdirection of invest- 
ment. This is not the case. A universal tendency to over- 
investment may be checked by the rise in the rate of interest due 
to the increased demand for new capital. An attempt on the part 
of all industries to invest more than they should might lead to a 
correct distribution of the available supply of savings. Indeed if 
all industries increased their demand for capital in the same 
degree this would be the case. But it is not all industries which 
are impelled to such investment at each moment of time. On the 
contrary, only the industries experiencing a present increase of 
demand will be tempted to over-investment. In a dynamic 
world, competition of this pure type will induce no tendency to the 
correct distribution of resources but to a series of over-investment 
“ boomlets ’’ in particular industries.^ 

2. If we turn to the opposite extreme and suppose that indi- 
vidual producers foresee or understand both the true relation 
between output and market price and the reactions of other 
producers to price change, it becomes almost impossible to believe 
that competition itseK will be stable. Competition will certainly 

^ For tlie reality* of this process there is much historical evidence. It is, 
however, difficult to disentangle it from the oscillation of profits attributable to 
the Trade Cycle. Indeed the tendency for lack of foresight ” booms and 
slumps in particular industries has often been mistaken for the course of the 
Trade Cycle — see Pigou’s Industrial JB^lu^tuations^ Chapters VI and IX, Aftalian's 
IjSs Crises Commercialese but especially Papi’s JBJsca'pe from Stagnatiorie passim. 
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i^ot continue in so far as ttie pursuit of private profit is the major 
incentive of tlie competitive economy. Ttie moment tliat all 
producers Isecome aware of tlie nature of ttie demand function and 
what determines their rivals’ output policy, the advantages of 
monopoly "become ohvious. Beyond a certain point the extension 
of foresight and the pursuit of private gain are incompatible with 
the preservation of competition. It is not necessary to describe at 
length the maldistribution of resources caused by monopoly. 

3. Finally, it may be asked, is there no habitable half-way 
house between a lack of foresight so complete that wrong invest- 
ment is inevitable and an understanding so clear that monopoly 
practices follow upon the pursuit of profit 1 

It is formally possible that either (a) the representative 
entrepreneiir should realise the relation between the market price 
and the output of the industry but fail to assess the deter m inants 
of his rivals’ policy, or (6) that he should recognise the forces 
influencing his competitors but not grasp that relation between 
total output and price. The second of these possibilities is purely 
formal. If one entrepreneur realises the influence of price upon 
his rivals’ output he must also apprehend the inverse relation 
between output and price. But the first condition is quite likely 
to exist, e.g. in many case of imperfect competition. But it is 
incompatible with pure competition and, in any case, unlikely to 
yield any very stable or desirable conditions of production. If 
there are economies of scale to any firm — and there must be unless 
every fir m has correctly assessed the optimum size of its plant and 
there has been no variations in the conditions of demand since the 
plant was built — the circumstances are just those which are 
likely to result in “ cut-throat competition.” Producers seeking 
the economies of scale, or eager to maintain them, will cut prices 
on the assumption that they will sell more — ignorant of the fact 
that other producers will follow suit for the same reasons. A 
cumulative downward movement of prices will begin. Bach 
producer is forced to meet the action of his rivals by similar action 
and by meeting it frustrates it. Again, it is scarely necessary to 
specify the various types of economic loss involved in the existence 
of imperfect competition.^ 

A stability of competitive conditions and a correct distribution 
of resources under dynamic conditions can only co-exist in the 
presence of just the degree and type of foresight which will enable 

^ Soo Cha/inljeilaiiii, Theory of Jj^ovwypolistic Gom/petiPion, Chapter II ; Hiohinson, 
JSconomdea of Imperfect Competition, i I^ldor, “ Excess Capacity and Imperfect 
Competition,” Ecortomioa, 1935 ; etc. 
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entrepreneurs to make correct long-period adjustments and yet 
fail to appreciate the advantages of monopoly. Such a proposi- 
tion is purely formal and has no practical mea ning whatever. It 
simply states that if the conditions are such as to lead to the 
maintenance of equilibrium, equilibrium will be maintained. 

The necessary foresight is that which makes each entrepreneur 
aware of the price and output reactions of his competitors, but 
leaves him entirely innocent of the knowledge of monopoly profits 
and the advantages to be gained by combination. Unless he is 
imbued with an extraneous enthusiasm for the institutions of 
laissez-faire, such a state of mind is impossible. The theoretical 
analysis of competitive equilibrium is a two-edged weapon. It 
can be used to demonstrate the impossibility of equilibrium under 
competitive conditions. Indeed the definition of the type of 
foresight required makes it virtually certain that competition and 
the best arrangement of resources cannot possibly co-exist for long. 

§ 5. When we look beyond the formal analysis of competition, 
the idea of a purely competitive arrangement of resources, and 
indeed the distinction between a system based upon private 
enterprise and a socially controlled order, becomes unreal. Not 
only are the conditions of competition unstable, but even within 
the field of competitive organisation the force of the social will is 
present at every point. It is not sufficiently realised that it is 
quite impossible for the system of consumers’ wants and prefer- 
ances as a whole to control the course of production. They are at 
once too varied and too contradictory. No economy has ever 
existed or is likely to exist without a selection by custom and law 
of the ranges of atomic wants which are allowed to impinge upon 
the market at all. It is not simply that certain ranges of prefer- 
ence are declared illegal or criminal,^ but that the whole of indus- 
trial activity is influenced by laws and customs determining at 
every point the kind of preference which is to be allowed to exert 
a direct economic force. It is not economic preferences as such 
which determine the course of competitive enterprise, but only 
those ranges of preferences which have survived some previous 
and more fundamental process of social selection. Without a 
detailed insight into the methods and principles of this selection 
we can construct no true theory of production and exchange. 

Examples of the truth of this assertion exist on every hand. 
The unpaid costs within our present economy illustrate it. Eactory 
smoke is the standard example. It is possible to build a factory 

^ A fact wliose inner economic signifLcance is often neglected by tbose wbo 
construct rationales of laissez-faire systems. 
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because cigarettes stand at certain points in tbe range of pref- 
erences of a number of consumers, and because tbe range of pref- 
erences wbicb include tbe consumption of tobacco is permitted by 
law and custom to appear in tbe market. But tbe same factory is 
allowed to discharge poisonous fumes into tbe air and to occupy 
tbe only open space in a crowded area without let or hindrance, 
despite the consideration that tbe health of hundreds of people 
will be permanently damaged and that physical health may stand 
high in the order of consumers’ preferences. Why this paradox ? 
Simply because certain ranges of preferences are excluded by law 
and custom from the cost calculations which determine the dis- 
tribution of resources. In the same way a speculative builder 
may plant a house on the skyline of a hill, or in the centre of a 
stone village, or build a block of offices in the middle of a Regency 
terrace, because the use of a dwelling or an office stands at a certain 
position in the scale of preferences of a single individual or cor- 
poration. But, in making prior calculations or cost, no allowance 
is made or need be made for the destruction of natural beauty, 
the loss of the preferences for harmony felt by thousands of 
other consumers, nor even for the fall in neighbouring site values. 
A large proportion of the wanton destruction of our natural and 
architectural heritage which has characterised the dark age in 
which we are living is due to the exclusion of these relevant 
quantities from the scope of market valuation.^* * 

^ TIaese gross abuses are all examples of Professor Pigou^s divergences 
between marginal private and marginal social net product {EJconomics of Wel-^ 
fare, Pt. U). The difference is one of emphasis. Whereas Professor Pigou 
regards them as chance types of imperfection in calculus, I treat them as examples 
of the universality of collective choice. Expressed in law or custom these 
deficiencies of costing are due to the exclusion by society of whole ranges of 
consumers^ preferences from economic calculus. They are not allowed to become 
effective. 

® Where a piece of building will reduce the values of other sites, it is, of 
course, possible for the owners of neighbouring sites to join together to buy up 
the threatened positions and prevent their uneconomic exploitation. There 
are, however, a number of reasons for supposing that this possibility will be 
quite powerless to prevent the misdirection of resources : 

(i) The fall in site values, although sufficient, if counted into the cost 
of building, to render the building economically undesirable, may not be 
large enough to provide sufficient funds for the purchase of the site. In 
any case such co-operation is costly to arrange and to finance. 

(ii) Many of the affected consumers may have only a negligible interest 
in the site as individuals although collectively their preferences if organised 
would be overwhelming. This is t37pical when a “ beauty spot is de- 
stroyed. The loss is suffered by a very large number of people in a very 
small degree. The organisation of these preferences despite their real 
significance and overwhelming importance is impossible upon a competitive 
basis. In any case the absurdity lies in the fact that these preferences and the 
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And there are even wider exclusions than these. Let us take 
two examples : — (1) The abolition of the institution of property 
in persons has removed from the range of market calculations the 
relative productivities of investment in human capital. This 
exclusion has a double result — ^it creates a bias in favour of invest- 
ment in physical or non-human factors of production, and it 
enables entrepreneurs to use up human capital without paying for 
it. In practice the first of these evils has been corrected in some 
measure by the growth of public health and educational services. 
Investment in the improvement of the physical health and intelli- 
gence of the working population is financed out of public expendi- 
ture because it is excluded from the search for private profit. But 
its theoretical importance remains. Production and economic 
calculus are determined at every point by collective decisions. 

(2) It is a most characteristic feature of our economy that 
almost no arrangements are made for permitting negative prefer- 
ences to impinge upon the market. It is possible to pay to see a 
film and thus to cause such a film to be shown and others like to be 
manufactured. But it is impossible to pay Tiot to see a film and so 
to prevent its manufacture and display. Yet, to judge by the 
present agitation in America, there are a large number of con- 
sumers in whose range of preferences the prevention of certain 
films stands high. Thus net dissatisfaction may be caused by the 
display of the film, although its price more than covers its costs of 
production. If consumers’ preferences as such were really the 
arbiter of productive activity, it would obviously be essential to 
provide a negative box office at every cinema and theatre where 
people could pay whenever they wished to prevent the performance 
from taking place ! In the same way it is possible to pay for an 
alcoholic drink and so to keep a beer-house open. It is not possible 
for a total abstainer ” to pay to have it closed. Indeed if 
temperance advocates specify too closely the particular types of 
beverage or the particular houses of refreshment to which they 
take objection they are in danger of prosecution for taking part in 
a ” conspiracy in restraint of trade.” ^ 


opportuLnity costa %ohich are associated with them are not awtomaticaHy charged 
into the calculations of money cost. They are jxist as significant as any other 
type of loss involved by the nse of resources for this given purpose. It is 
quite absurd to enforce compensation for ancient lights at a distance of ten 
or twenty feet and not enforce compensation for the loss of sssthetio utilities 
which may afiect the happiness of thousands of people at a mile or two 
miles from the point of ofienoe. 

^ I am not, of course, arguing that these negative preferences should be 
allowed to operate. They would involve an intolerable interference by some 
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These may seem frivolous examples, but there is one substantial 
member of the group of excluded negative preferences. That is 
the excluded preferences for security. Existing society excludes 
from its cost calctdations the preferences of human beings 
for stability and certainty. It places a premium upon technical 
change and economic restlessness. There is no machinery 
■whereby the disutilities suffered by all those who are adversely 
affected by industrial adaptation can be automatically included in 
market valuations. Yet they are consumers’ preferences and as 
such relevant to the final decision. This is one of the most 
dangerous weaknesses of the present order. 

It is, therefore, certain that consumers’ preferences in their 
own right are not and cannot be the object of economic activity 
even in a competitive economy. It is only certain ranges and 
types of such preferences that are allowed to appear in the field, 
and the selection of the permitted ranges by law and custom is the 
underlying determinant of the structure of production. It does 
not matter, for the thesis of this article, whether the choice is good 
or bad. Most reasonable men would concede that some of the 
principles of selection are -wise and some are foolish. The essential 
point is that there is a principle of selection. The selection is 
social in origin. It may be consciously or unconsciously taken, 
but it is taken by society in its corporate capacity. It is not a 
response to atomistic individual wants. Any sharp logical distinc- 
tion between individualist and collectivist economies therefore dis- 
appears and we are left with the much more difficult problem of 
choosing the principles of social selection and resolving the 
problems of economic calculus in a fundamentally collectivist 
economy. This is the problem of the real world and the further 
elaboration of the theory of value upon the assumptions of divis- 
ible wants and atomistic production can contribute nothing, 
except indirectly, to its solution. What is urgently required in 
economic theory to-day is the extension and variation of our 
institutional postulates in order that economists may formulate 
and solve the problems of rational calculus in an integrated 
economy. 

E. E. M. DuEBiiir 

London School of Economics. 


persons in ofclier people’s freecLom of action. In tliis case tlie principle of social 
choice has been wise. It nevertheless remains that production is controlled in 
iihis matter — and must continue to be controlled — ^by a collective decision about 
ranges of preferences and not by the preferences themselves. 
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Aspects of the Theory of International Capital Movements. By 

CAKii IVEBSBis'. 8vo. Pp. 536. (Copenhagen.; Levin and. 

Mnnksgaard ; London: Oxford University Press. 1935.) 

The major part of Er. Iversen’s treatise on International 
Capital Movements consists of a critical examination of the views 
of previous writers. The problems are first surveyed in chapters 
dealing respectively with the nature, the causes and the effects of 
movements of capital from coimtry to country. This survey is 
followed hy a consideration of the mechanism of such movements. 
Here the theoretic side receives first attention, after which a 
selection is given from numerical data available for testing the 
comparative merits of the different theories. While, both in the 
order and manner of presentation of other people’s views, the 
opinions of the author find expression, these opinions are not, 
in general, pressed on the reader’s attention. To assemble them 
in a manner that would reflect clearly the views of Er. Iversen on 
the various points of principle presents a task by no means easy, 
and one involving a risk of approaching in length the 4=50 pages 
devoted to his twofold review of the development of the discussion. 
It appears, nevertheless, to be well worth while to discover the 
essayist himself, as well as to profit by his survey of the work 
of his predecessors. 

The title “ Conclusions ” which he assigns to his final 75 pages 
tempts the reviewer to seek here the sum and substance of the 
problem, as seen by a writer who has shown himself to be widely 
read, to be possessed of a capacity for clear thinking and expo- 
sition, and a critical disposition. Even in this section, however, 
the views of others are accorded a large share of attention, and 
Er. Iversen modestly keeps himself a good deal in the background. 

The fundamental importance attached by the author to the 
conception of the process of borrowing and lending as a transfer 
of buying power puts this aspect of capital movements in the 
foreground. That buying power in one country is placed at the 
disposal of persons in another country is, Er. Iversen holds, the 
preliminary stage of international capital movements. But it is 
to be observed that it is buying power in the lending country. 
The borrowers may, however, secure credit in their own country. 
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and thus be enabled to exercise buying power there, before the 
transfer of the goods in which the loan becomes embodied. It is 
concluded that, with a demand thus increased, prices will tend 
upwards, for some commodities at least. The question suggests 
itself whether the buying power exercised by the borrowers in 
their own country is transferred from some other market or 
markets in that country to the market in which they employ it. 
If not, it would appear that the loan transaction has enabled 
representatives of the borrowers to purchase goods in the lending 
country, and simultaneously served to finance purchases in the 
borrowing country, since the advances made in the latter are not 
obviously limited to the equivalent of the unspent balance in the 
lending country. It was a shrinking from a possible double 
counting of one and the same “ capital ” in this way that led 
IBohm Bawerk to refrain from adopting Carl Monger’s use of the 
conception of capital disposal.” Dr. Iversen notes that Bawerk 
did refrain, and regrets the fact, without indicating an opinion as 
to the adequacy of the reason. Holding the view that banks are 
able to create buying power, at least temporarily, he found no 
difficulty in the conclusion that borrowers can eat their cake in 
their own country while preserving it, for the time being, intact in 
the lending country. 

The process of lending by one country to others may be 
conceived of as spasmodic or continuous. The nature of the 
effects of lending, on the lending country, may be quite different 
in the two cases. Dr. Iversen’s commentary contemplates 
sometimes the one, sometimes the other. In the one case the 
act of lending creates a disturbance in the regular order of events, 
in the other an expansion or slackening of the outward flow of 
loans means a disturbance of the existing organisation. The 
variation of the hypothesis from one of occasional and irregular 
loans abroad to one of continuous lending, even if the rate of 
lending be subject to change, is likely to affect the nature of the 
reactions on other features of economic life. It is, therefore, 
desirable to run no risk of confusing the consequences of such 
different situations. 

In so far as international loans serve to finance the export 
of producers’ equipment from the lending country, a particular 
interest would appear to attach to their effect on the order books 
of the manufacturers of such equipment. This seems to follow 
from the consideration that its construction is a process that 
requires time. While the financing of the construction is a matter 

importance, it is not so clear that a transfer, at the time of 
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placing the order, of buying power to the borrowing country is 
necessary, whatever may be required when these goods, or some 
part of them, are ready for delivery. 

Further, the absence, from the theoretic discussions of a period 
in which an important share of the development of the resources 
of distant countries was undertaken by organisations such as 
the great chartered companies, of any discussion of a preliminary 
transfer of “ capital disposal ” to those countries may not mean a 
defect in the theories of that time, as compared with our own, 
but a difference in the character of the processes to be explained by 
those theories. Even in our time there are not lacking enter- 
prises that carry on overseas development by exports of capital 
in connection with which no need arises for a preliminary transfer 
to the recipient countries of claims to goods in general. In fact, 
the movements to be studied are, as Er. Iversen points out, 
movements of particular goods, in which particular prices are 
involved, rather than of general buying power, with effects on 
prices in the mass. This consideration will have a bearing on 
our attitude towards the question of the effect of international 
lending on the terms of trade. 

The division of goods into export goods, import goods and 
home-market goods, and the calculation of separate indices of 
price change for each of these groups, is a procedure that appeals, 
perhaps, less to some English students of economics than to their 
fellows in other lands. So large a part of the classes of goods, 
whose price movements have been used in the compilation of 
indices of wholesale prices in Great Britain, have been simul- 
taneously either export goods or import goods and goods concerned 
in the internal trade of the country, that a definite and significant 
distinction of these groups was not very clearly advantageous, 
even if feasible. There is, however, another grouping that, in 
the trade between any two countries, may have an important 
bearing on problems arising in connection with capital movements 
between them. The prices of a great variety of commodities 
dealt with in the markets of each of the countries may be com- 
pared, and their ratios calculated at the rate of exchange current 
at the time to which the prices relate. The list will, of course, 
not include some of those “ home-market ” goods that are physi- 
cally non-transferable from one to the other of the countries, 
not so much because of this physical fact, but because truly 
comparable commodities of a given general description may not 
be discoverable in both. 

The ratios thus calculated may be arranged in order of magni- 
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txid.e, so that at the one end there will be found things cheaper 
in one of the countries than in the other, and at the other end 
things that have the inverse relation, the intermediate grades of 
relative dearness or cheapness being ranged between them. If 
the goods that are relatively cheap in the one country are cheaper 
in a degree sufficient to cover all charges of transference to the 
other coxmtry, whether commercial charges, such as freights or 
premiums of insurance, or fiscal charges, the goods are potential 
exports from the former country and imports into the other, and 
inversely at the other end of the series. An increase in the 
volume of demand from one country for the exportable goods of 
the other may lead to a rise in their prices that moves them along 
the scale of comparison towards the position occupied by goods 
that are neither potential exports nor potential imports. Dr. 
Iversen, as noted earlier, lays stress on the possibility, or prob- 
ability, that the changes in demand stimulated by a transfer of 
buying power from one country to another will not be spread 
evenly over aU markets, but tend to be concentrated on special 
kinds or groups of products, though elsewhere he appears to 
assume that the prices affected will be numerous. If some 
relative concentration of effects be found, it may stimulate a 
development of the productive organisation dealing with the 
products concerned that will offset, or more than offset, the 
consequences of the increased demand, and render export 
profitable on a larger scale at the former, or even at lower, prices. 
In such a case, the terms of trade may become more acceptable 
without becoming more favourable in the ordinary sense in which 
that word is employed in discussions on the effects of capital 
movements on the terms of trade. 

The discussion of problems of international exchange cannot, 
as Dr. Iversen points out, be satisfactorily dealt with at certain 
points by examining the conditions of two countries, or two groups 
of countries, only. The division of the world into “ homeland ” 
and otherland,” or similar categories, does not satisfy him. 
He does not devote much space to this topic, however, and we 
should have liked to see his development of some special problems, 
not merely on the lines of two countries considered as in trading 
relations and “ others ” in the plural, but, as possibly somewhat 
more easy to handle than the case of numerous trading units, the 
problem of three countries, treating the “ neutral ” group, as 
he designates it, as a single country for the purpose of a first 
examination of such problems. 

In commencing an interesting presentation of the thesis that 
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“ a ooTontry’s aggregate demand for imports and supply of exports 
is generally highly elastic,” our author says, “ For each particular 
commodity we can treat a country’s demand for imports and its 
supply of exports as surplus demands and surplus supplies.'^ In 
his illustrative diagram he represents cases in which an import 
double as great as the home production, and an export not very 
greatly short of half the home production, are not treated as calling 
for warnings that they are unusual cases resulting from a deter- 
mination to avoid crowding the significant features of the diagram 
in a manner that would render them obscure. Possibly the use of 
straight lines, in place of curves of unknown shape, may have 
tempted him to show, at the risk of an implied typical character, 
something that might have appeared exceptional with curvilinear 
graphs, but this is a rash guess and no more. The treatment of 
such large proportions of a country’s supply of a commodity, or 
of the demand for one of its products, as “ surplus ” would appear 
to call for some definition of the sense in which that word is used. 
One is tempted to inquire whether Great Britain’s imports of 
wheat or of wool represent surplus demand, for example. 

Without tracing in detail the argument that follows the 
phrase cited above, it may be of interest to note that in reference 
to the effect on the terms of trade between one country and the 
outside world produced by a transfer of capital to or from that 
country, our author’s conclusion is that “ there is a general 
presumption . . . that the classical theory was right in its con- 
clusion, although the premises on which it was based were inade- 
quate.” May this be interpreted to mean that the leading 
classical writers were possessed of a soimd instinctive judgment 
that saved them from stumbling into many pitfalls % This view 
has been expressed by earlier commentators, and may profitably 
be borne in mind by readers of some criticisms of “ classical ” 
doctrines in the volume before us. The superiority of “ the 
modern interdependence doctrine of value ” over the doctrines 
of earlier times, repeatedly insisted on by Br. Iversen, may, 
perhaps, consist largely in a frank admission of what may have 
been, more or less unconsciously, assTimed as one of the under- 
lying conditions by some of the more competent of our predecessors. 
The introduction of mathematical modes of expression, as well 
as of the habits of thought characteristic of minds with a natural 
mathematical bent, or that have been moulded by a training in 
mathematics, will account readily enough for the substitution of 
doctrines expressed in terms of mutual dependence for those 
expressed in the language of cause and effect. 

ISTO. 180. ^VOL. XLV. 3 A 
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Another challenge to older modes of thought seems to he 
implied in the statement, “ To the modern transfer theory the 
movements of gold represent primarily an actual means of trans- 
ferring moTietary buying power from one country to another ; gold 
is an international medicum of payment*’ Why ‘‘the modem’* 
theory % Was it not an integral part of the analysis of inter- 
national monetary obligations at a period relatively distant that, 
if market conditions in the countries concerned did not render 
feasible the settlement of a debt by the despatch of ordinary 
merchandise, gold afforded, at all times, wherever the gold stan- 
dard or the bimetallic standard was in operation, a means of 
payment to any desired total, since it could always command a 
market at a price the variability of which was confined within 
very narrow limits % This is not more tme in “ modern *’ times 
than in those the doctrines of which are presented in unfavourable 
contrast with “ modern ” theories. 

Dr. Iversen concludes the volume with a sentence calling 
attention “ to the anomaly that, on the one hand, the general 
adoption of the gold standard has been a necessary prerequisite 
to the development of short-term movements of capital on a 
large scale, and that, on the other hand, these short-term capital 
movements have become a dangerous menace to the maintenance 
of this standard.” Those, whether in Great Brit ain or elsewhere, 
who clamour for an immediate re-establishment of a fixed relation 
between sterling and gold, might profitably meditate on this 
anomaly. 

In concluding these reflections on some of the topics presented 
in the thesis which won its author his Doctor’s degree in the 
University of Copenhagen, a word of admiration of the excellent 
Dnglish in which the thesis is presented may be permitted. Even 
critical readers will rarely be conscious that it is not written in 
its author’s native tongue. The list of works, in various languages, 
contained in a bibliography extending to eleven pages, forms a 
useful addition to a treatise, for the issue of which in England the 
Oxford University Press is to be cordially thanked. 

A. W. Fiitjx 

Mercantilism. By Eli E. Heokscher. Authorised translation 
by Mendel Shapibo. 2 vols. (London : Allen and Unwin. 
1935. Pp. 472 and 419. 425.) 

It is natural to compare Professor Heokscher’s two volumes 
(first published in Swedish in 1931) with the two articles on 
“ English Theories of Foreign Trade before Adam Smith ” 
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contributed by Professor Viner to the Journial of Political 
Economy in 1930. They represent two entirely independent 
pieces of work, since the former was in proof before the latter 
appeared, and Professor Heckscher claims that the substantial 
agreement between them is a “ welcome cHteri'wm veriJ* Since, 
in science, brevity is a virtue, one might be tempted to think 
that this confession amounted to self-condenmation. If the two 
versions tell the same story, why should we trouble to read the 
longer ? But such a conclusion would be quite unwarranted. 
Professor Heckscher has not, so to speak, made a book out of 
the rough notes of Professor Viner ’s researches. The length 
of his treatment is Justified by the fertility of his ideas, the 
originality of his historical interpretations and the accumulation 
of much valuable material not easily accessible elsewhere. In 
addition to all this Professor Heckscher’s theme differs from that 
of Professor Viner. In the first place he writes not of England 
only, but of Europe. Secondly, he is concerned not "with theory 
only, but with policy. Mercantilism, in fact, is to be defined as 
a phase of European policy. Thirdly, and in consequence of 
this, his first volume does not deal with economic theory at all, 
but with economic history, and it is in many ways the better 
volume of the two. 

The phase has no exact chronological limits. It extends 
from the Middle Ages to the coming of laissez-faire, and this 
period, as the author admits, “ begins and ends at quite different 
dates in the various countries and regions concerned.*’ The 
identification of the phase, therefore, is achieved by the compara- 
tive rather than by the historical method. The characteristics 
of Mercantilism, are declared to be five. The desire for unification, 
the pursuit of power as an end, protectionism, a monetary theory 
linked with the balance of trade, and a conception of society. 
These traits are, of course, more fully analysed as the book 
progresses, and it is quickly conceded that power cannot be a 
final end. Mercantilism was equally preoccupied with wealth, 
and wealth and power were the Joint objective of the State, 
both under mercantile and under laissez-faire direction. Unifica- 
tion, too, has frequently been the conscious aim of governments. 
It soon becomes evident that Mercantilism cannot be identified 
by its acts alone. Policy has no meaning, no character, apaxt 
j&om its context. The same coincidence of items may recur 
at different periods, without having the same historical significance. 
To attach a distinctive name to the policy which pursues national 
unity and power with the aid of economic protection would be a 

3 A 2 
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piece of Tin i ntelligent cataloguing- Policies can be classified 
only wben studied in relation to the situation in which they 
operate and the theory that inspires them. Professor ELeokscher 
appears to realise this, since he devotes Volume I to the former 
relationship and Volume II to the latter. Put the unity which 
can easily be found when policy is summarised m vaczco seems 
to lose, rather than to gain, significance as the double analysis 
proceeds, and nowhere does the author establish a complete 
synth^is between the three elements, the situation, the ideas 
and the action, and demonstrate in this s3?n.thesis the presence 
of the unique character which he claims for his subject. Mer- 
cantilism. Put the value of the two sections of his study remains 
unimpaired. 

The historical chapters describe the disintegration of Europe 
during the Middle Ages. Parriers to trade increased, tolls were 
multiplied and governmental powers were surrendered into the 
hands of private individuals and corporations. Put a certain 
cultural unity remained. Universalism and particularism were 
the twin foes of the creators of the new Stat^. They were most 
strongly entrenched in religion and in municipal organisation. 
How could they be overthrown? The comparison between the 
policy followed and the results achieved in Prance and England 
is the most interesting and daring part of the book. It cannot 
be summarised here, but the most vital point is the assertion that 
Prench policy consistently compromised, utilising and strengthen- 
ing the mechanism of the old order. The new “ manufactures ’* 
established under State protection pursued traditional technique 
and produced high-quality goods for the few. ISTo room was left 
in town or country for revolutionary developments. The new 
power was built on the old foundations. Put England 
ad m ini s tered State policy increasingly through State agents, 
the Justices, until State regulation itself began to wane, and 
room was left for private enterprise to discover the way to 
new industrialism whose task was, by novel and experimental 
technique, to produce low-quality goods for the masses. England 
thus won the lead from Prance. The survey includes an accoimt 
of the attitude of the Common Paw in England to monopolies, 
which is undoubtedly the best study of this interesting subject 
yet made. One’s comment is simply a reminder that this is a 
theory of the rise of industrialism, not of capitalism, and that 
the State, war and luxury cannot be so easily deposed from the 
eminent position which Sombart has given them in the history 
of capitalism as a financial and organisational system. 
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Tile great merit of the second volume is its careful study 
of the relations between the Mercantilists and their pre- 
decessors and successors. We see the changes of economic 
theory as an historical process in which are mirrored changes 
in the structure of the economic system. The interaction is 
carefully studied. We see that Mercantilism was at once a 
natural development of Mediaevalism and its antithesis, and that 
the same relationship recurred between laissez-faire and Mer- 
cantilism. The gradual evolution in economic organisation and 
technique, and the social systems which they implied, produced 
a change of policy and theory which the human mind, thinking 
socially and with an eye to propaganda, represented in the form 
of a revolution. Speculation along these lines might lead us to 
suggest that the so-called synthesis in the Marxian dialectic is 
really produced by the shedding of the forms of thought and action 
which produced the artificial appearance of a previous antithesis. 
But Professor Heckscher does not direct our thoughts towards 
such dangerous generalisations. 

It is clear that Mercantilist theory developed an orthodoxy 
which survived in spite of evolutionary changes in the component 
doctrines until it suffered a revolutionary overthrow at the hands 
of Adam Smith. But this orthodoxy, even at its zenith, appears 
to have been based on a tissue of divergent and even inconsistent 
theories. Professor Heokscher’s ingenious attempts to discover 
a larger measure of theoretical unity in such concepts as “ the fear 
of goods ” are not entirely successful. We are forced to conclude 
that, even if some Mercantilist writers display a desire to make 
a scientific analysis as a guide to policy, the majority used theory 
as an explanatory justification of policies selected for other reasons. 
But if Mercantilism is a policy only, and not a theory, we cannot 
deny its reappearance in the nineteenth century. If, again, we 
conceive it as a certain policy pursued in a certain phase of the 
evolution of capitalism, we are confronted by the difficulty that 
different countries show different correlations between such 
phases and the policies pursued, and Mercantilism loses its 
general historical significance. In spite, therefore, of his enor- 
mously illuminating analysis. Professor Heckscher has not 
established beyond dispute the validity and the utility of the term 
which is the title of his work. 

T. H. MAnsHAHiL 

Loridon School of JScxmomics. 
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Bibliography of Economics, 1751—1775. Prepared for the British 
Academy by Heney Higgs, O.B. (Cambridge University 
Press. 1935. 425.) 

The Preface, Introduction and Sources extend from p. vii to 
p. xxii, the Entries (6,741 in number) from page 1 to 666, followed 
by an Index of Authors, 667—689, and of Anonymous Titles 691— 
742. The materials (books, tracts, and sometimes portraits, bank- 
notes, maps and manuscripts) have been divided according to 
subject into eleven groups under each year as follows : I. General 
Economics ; II. Agriculture and extractive industries generally ; 
III. Shipping ; IV. Manufactures ; V. Commerce ; VT. Colonies ; 
VII. Einance ; VIII. Transport (inland) ; IX. Social Condi- 
tions; X. Topography of Economic interest; XI. Miscel- 
laneous ; see p. viii. 

The book is a monumental achievement of highly skilled 
labour unremittingly pursued over the last five years. Each 
entry of the 6,741 must have required at least a glance at the 
contents. Who is sufficient for these things ? The really “ suffi- 
cient ” is unlikely to give up time to a mere catalogue on such a 
vast scale. We who enjoy the fruits of his toil are almost ashamed 
to find such ability and learning beguiled from authorship to our 
advantage. 

Great is their merit who have done this thing. It is fair to 
use the plural pronoun, for Mi*. Henry Higgs himself has acknow- 
ledged the ample help rendered to him by his friend Professor 
FoxweU, who, in the words of Professor W. R. Scott in the General 
Preface (p. viii), “ for more than half a century has devoted 
untiring energy and unrivalled knowledge to building up succes- 
sive libraries of economic books . . . and has rescued from 
oblivion much rare and valuable material, sometimes unique, 
which would otherwise have been lost to posterity.” Mr. Higgs 
in his Introduction (p. xix) echoes these words approvingly and 
specially mentions his friend’s comments. 

It is a catalogue raisonne and there are comments and explana- 
tions furnished in large measure by Professor FoxweU. Instead 
of grudging him the space, we are glad to have made Tn'm speak 
out what is in him, too little being aUowed (by himself) to come 
out elsewhere. Take the foUowing on Statute Labour (p. 327, 
^nmber 3,283) : * People of the Miacaulay type regarded such 

personal services as being relics of feudalism and of course to be 
swept away. They worked admirably in Somersetshire when I 
was a boy. We even abolished them in Oriental countries like 
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Egypt* To pay the taxes people had to go to the money-lender.’* 
The note on 3,466 is more contentious, bringing in “ Manchester 
and Cobdenism,” but it is characteristic and therefore welcome. 

What comes out here is not always grave comment, it is some- 
times “ gay wisdom,” relieving the monotony of entries on 
currency and much else reckoned in our subject “ dry.” As it is 
proposed to continue " back and forward,” to include, that is to 
say, the years before 1751 and the years after 1775, we hope for 
the same help and enlivenment for the whole. 

To Mr. Higgs belongs the credit of putting the material into 
shape as it lies before us now. His nearest model might be Mac- 
CuUoch’s Literature of Political Economy, 1845. The digest into 
groups of subjects there has a rough similarity to that of the 
Hibliography. It made a start ; but is tiny in comparison and 
has a different plan. There is too much commentary and the 
selection is too aristocratic, nothing admitted unless famous for 
its goodness or badness, whether volume or tract. ^ MacCulloch 
aimed at a bird’s-eye view of economic theory from Locke 
and the Physiocrats to his own day, in no sense exhaustive for 
any one period. Our present Bibliography includes even the 
small fry of tracts (with piquant titles that showed how people 
were thinking even when far astray. 

The present Bibliography is (humanly speaking) exhaustive 
for its period of twenty -five years, 1751—1776, for which it gives 
the economic writing and its near and far kindred, year by year, 
in the chief European languages. The reader is left free to make 
his own selection. There is a proviso in the General Preface 
(p. viii, second paragraph) that the Bibliography “ includes such 
works known to exist, or to have existed, as are deemed for one 
reason or another to be of sufficient economic interest to justify 
their inclusion.” Whether this rule is severe or not will depend 
on its interpretation by the Editor, and we may rejoice at the 
tolerant inclusion by Mr. Higgs of many entries that seem far 
away from economics, but give pleasure to the most rigid econo- 
mists in spite of themselves. 

Some come near the line of exclusion, e.g.. The Trial of 
Eugene Aram (2,093) and the Literary History of the Troubadours 
(6,168), but the case can be argued in their favour. So (much 
more easily) the case of Thomas Aquinas (5,880). "Mo one 

^ To MacCulloch all publications under 180 pages were Tracts, all over 180 were 
Volumes. (See the Literature, Preface, p. x.) 

2 JEI,g. No, 872, p. 90 : ** Low-Life, or One half of the world knows not how 
the other half lives.’’ 
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could object to bim wbo had read Sir WiUiam Ashley’s account 
of Aquinas in Palgrave’s Dictionary of Political Economy (Vol. I, 
pp. 48, 49, new edition). He appears here unfortunately under 
“ Miscellaneous,” which tells nothing about him. The natural- 
isation of the Jews, quite an unpromising subject, fares better 
(pp. 54 seq.), being rightly placed under “ Commerce,” since 
it was Commerce made them come and Co mm erce made them 
welcome. Poems are not excluded {e.g. 6,869, 6,497, 6,669, the 
last being Shenstone on Wool ^). Nor are novels {e.g. 4,397, 
Chrysal, or the Adventures of a Guinea. It is not clear why Gold- 
smith’s Vicar of Wakefield and his Deserted Village should not be 
allowed as weU. as his Lives of Nash and Bolingbroke (2,832, 6,087). 

Adam Smith’s earlier works,® even the doubtful Seneca 
(410, 1763), are here and the references to him are frequent. 
His cormection with Balliol might have justified the inclusion of 
Canon Blacow’s Letter to the Principal of St. Mary^s Hall in 
Oxford, containing a particular account of the treasonable riot at 
Oxford in February 1747 (published London, 1765, by GrifGLths), 
when Balliol men figured too prominently. The Jacobites had 
surely as good a right to admission into the Bibliography as 
Jesuits (2,683, 5,262) and Freemasons (2,412, 2,364). Adam 
Smith had left Oxford (1746) but must have heard the whole 
story without much sympathy wdth the Jacobites. He had a 
lively sympathy with the agitation for a Militia, about which the 
entries in the Bibliography might have been more numerous but 
for the Proviso. Perhaps the same hindrance kept out the curious 
Trial of a Student at the College of Clutha in the Kingdom of Oceana 
(Glasgow, printed by Jas. Duncan, 1768), giving the saucy reflec- 
tions of a Glasgow student on his professors, among whom Adam 
Smith was no longer included. 

Of the many tracts on the ** present state of affairs ” there 
seems to be one left out : “ Letters concerning the present state of 
England, particularly respecting the Polities, Arts, Manners and 
Literature of the Times ” (London, Almon, 1772, anonymous). 
Chapters XI, XII, XIII, XIV, XV and XIX are strictly economic. 
A curious inadvertence in the text ® (4,273) has been corrected in 
the Index. Another occurs where the Advocates’ Library does 
not get its new title of the National Library of Scotland (1929). 
There seem to be printers’ mistakes in numbers 24, 942 (for als 

^ Cf. 6,706 Shenstone on the African Slave. 

* In the note on p. 195, year 1759, number 1,890, JMLorcul Sentiments^ the passage 
mentioned was dropped not after the first edition but after the fifth. The now 
penitent reviewer once fell into this trap himself. 

• Anderson for Ferguson. 
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read aua), 3,092, 3,204, 2,642 (for in read ein), and 6,628. But the 
book, considering its bulk and variety of languages, is wonder- 
fully free from such, Mr. Henry Higgs has deserved well of 
us all. 

One desideratum is left — a Subject-Index. It means heavy 
labour and it is not so truly essential as the two excellent Indices 
already provided. But it makes the book speak to many who 
have not time to go through it page by page. It may need to be 
deferred till the Bibliography covers a whole century instead of a 
quarter of it ; but it might be kept in view, to be given if funds 
admit, for the more general benefit and gain in popularity. 

J. Boeae 

The Next Five Years : an Essay in Political Agreement. (Mac- 
millan & Co. Pp. 320. 6s.) 

There is undoubtedly a very large body of opinion in Great 
Britain that is best described as “ liberal ” or “ progressive.” 
Some of it is still to be found in the ranks of the Liberal Party ; 
but much of it is associated with other parties, or with none. A 
large section of the Labour Party’s membership is with it in 
spirit. So is the ** rank and file,” such as it is, of “ National 
Labour.” It includes a fraction of the Conservatives, and most 
of the active membership of such bodies as the League of Nations 
Union. The Neoct Five Years is essentially a collective declara- 
tion of faith and policy by this powerful body of opinion. Its 
imposing list of signatures is drawn from all these groups, and is 
fairly representative of them, if allowance is made for the absten- 
tion of most of the active politicians. Broadly, The Next Five 
Yeours does fairly well lay down the policy which a good half of 
the active and intelligent section of the electorate would like to 
see followed in the immediate future. 

But — ^for there is a but — ^this policy, about which there is so 
wide a measure of agreement, has behind it no organised political 
power. The signatories have set down in this book the matters 
on which they agree ; but they have made no minute as to the 
forces that hold them apart. If the Labour Party had never 
developed into a national party seeking an independent majority, 
if the Liberal Party of 1906 had remained intact up to the present 
time, the policy here laid down might have stood a reasonable 
chance of being largely put into force by a Liberal Government. 
But as matters actually stand it will not be put into force, 
because it is incapable of being translated into the policy of a 
Government commanding a parliamentary majority. It is far 
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too democratic to loe adopted Tby any Conservative, or pre- 
dominantly Conservative, Grovemment, and far too nnsocialistic, 
and also too unconscious of ■working-class aspirations and states 
of mind, to become the policy of the Labour Party. It is very 
likely the policy that would, if it were put into force, command 
the widest assent. But it remains in the air, abstracted from 
current political realities. 

A good deal of its positive content is the common form of 
progressive projecting. A small Cabinet freed from departmental 
duties, an economic general staff,” some sort of National 
Economic Plan, a National Investment Board, a National Hous- 
ing Commission, an extensive scheme of public works to combat 
unemployment, a higher school-leaving age — these and many 
more of the domestic proposals have appeared so often in pro- 
gressive utterances of recent years that their inclusion can be 
taken almost for granted. The socialisation ” of the Bank of 
England, coupled -with freedom from day-to-day political inter- 
ference ; public control, but not public ownership, of the joint 
stock banks; more extensive use of the methods of “trade 
facilities ” and “ export credits ” ; better provision of working 
capital for agriculture ; reform of company law so as to secure 
fuller publicity about the affairs of large concerns and some 
degree of control over those which have properties of quasi- 
monopoly; an extension of the number of “Public Corpora- 
tions ” after the model of the L.P.T.B. and the B.B.C. ; co- 
ordination of transport services under tighter public control ; 
more energetic State action towards compulsory reorganisation 
of depressed or ill-organised industries — all these familiar pro- 
jects, which are none the worse for being familiar, make their 
due appearance in this book. 

Prom home affairs the -writers proceed to international 
policy. In this sphere, they -write, in strong support of the 
League of Nations, of fuller use of the powers embodied in the 
League Covenant, and of collective security and a renewed 
attempt to promote agreed disarmament. This section inevit- 
ably “ dates ” ; for it was written before the Italo- Abyssinian 
conflict had threatened world peace. But it embodies, fairly 
enough, what has been said for years past from a thousand 
platforms on behalf of the League of Nations Union. 

Of course, the book is none the worse for not being original. 
Its aim is not to propose anything new, but to focus agreement 
on policies already often discussed, but in danger of being put by 
because there is behind them no sufficient concentration of 
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political forces. If Great Britain could be governed dnriDg the 
next five years according to the collective will of the signatories 
to this book, it would be governed to better purpose than it is at 
all likely to be in fact. It would be guided, hesitantly and with 
many issues shirked, in a broadly right direction. But can a 
workable political programme be made on these lines of eclectic 
reasonableness, on the assumption that, if the Government 
tackles the questions on which a sufficient measure of agreement 
can be found, up to the point to which they can be tackled 
without provoking violent antagonisms, the rest of the social 
situation will obligingly stay as it is 1 It might be a good thing 
if this could happen ; but can it happen 1 Not unless there arises 
a leadership powerful enough to rebuild the Liberal Party and 
recapture for it from the Labour Party the allegiance of a large 
section of the working class ; and is that likely 1 Doubtless, a 
Labour Government would, in fact, do many of the things the 
writers of this book propose ; but it would do them in a different 
way, and do with them many other things which some of the 
signatories would keenly dislike. As an “ essay in political agree- 
ment ” The Next Five Years is both interesting and significant. 
But, even if Mr. Lloyd George throws in his lot with its policy, 
I see no chance of that policy sweeping the country. 

G. D. H. Cole 

The Problem of Credit Policy. By E. E. M. Durbut. (London : 

Chapman and Hall. 1936. Pp. 267. 10^. 6d!.) 

Mr. Durbust has undoubtedly made a manful attempt to 
tackle the d iffi cult problem of credit policy. He has brought 
ardour and enthusiasm to his task. For some of his practical 
conclusions he may well find wide agreement ; for the general 
temper of the whole book there can be nothing but praise, and his 
concluding appeal that we should strenuously apply our rational 
faculties to these problems is reinforced by the example he has set. 

Part I consists of an analysis of the effects of monetary expan- 
sion and of the relation of saving and investment, preparing 
the way for a ** choice of policy,” which turns out to be the 
maintenance of a constant level of money income per head. He 
considers and rejects alternative proposals for a constant price 
level and for a constant level of effective circulation (MV). The 
effectiveness of his own system implies that even in times of 
expanding output there should be no rise in the general level of 
money wages and salaries (except on the happy occasions when 
those types of earner are able to increase their relative shares of 
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tlie product). In. the real world, however, rises in money wages 
and salaries are apt to occur, and for his plan to work smoothly 
he ought to have added a corollary that the monetary authority 
should by its own fiat be able to disallow such increases. He 
does indeed in one place (p. 138) begin to consider the view that 
the objective should be more broadly formulated, so that the 
monetary authority could take into account changes occurring 
de facto in the “ sticky ” rates of reward to factors of production. 
But he is led ofi this promising scent to consider the view that 
changes in the prices of primary factors occurring autonomously 
might be just so great as to allow, in times of expanding real 
income, a regime of stable prices. He rightly observes that 
“ the possibility of this condition appearing in the real world is 
extremely remote.*’ But he does not add that the possibility 
of there being no changes at all is equally remote. This argument 
against a regime of stable prices can be turned with precisely 
equal force against a regime of constant money income per head. 
There is no escape from the fact that neither objective can be 
relied on to give the right result exactly, and that de facto changes 
of reward must be taken into account if planning is to be precisely 
accurate. Mr. Durbin argues as if one or other of these cut-and- 
dxied objectives must be chosen and the via media were closed 
to us. But why should it be considered closed 1 And Mr. Durbin 
makes no attempt to show that it lies nearer to his path than 
to that of stable prices. 

The analysis (Chaps. II and III) which precedes this “choice ” 
is perhaps the least cogent part of the book. It suggests but does 
not suj0&ciently unfold and reveal some background of cogitation 
into which the reader is left un-initiated. 

Economic analysis is bound to start with some degree of 
abstraction. The merit of a particular piece of analysis depends 
not primarily on the correctitude of the chain of reasoning, but 
on the suitability of the abstractions made. In the course of 
reasoning alternative possibilities usually have to be considered. 
But in the case of Mr. Durbin’s reasoning these seem capable 
of such indefinitely extended proliferation that one carmot be 
sure that conclusions contradictory to those he reaches are not 
equally probable. Space forbids detailed examination of the 
arguments. One point may be selected for mention. 

Mr. Durbin’s great bogey is the expansion of producers’ 
credit. In tracing its baneful consequences he supposes an 
injection of new money at a particular point of time. He holds 
that this wxU cause first an expansion and then a contraction of 
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the output of capital goods and after the initial period an un- 
suitable expansion in the demand for consumption goods. It is 
important to bear in mind that he is making his analysis not to 
assess the merit of short-run reflationary measures, but in order 
to determine appropriate long-term policy, in order, in fact, to 
give rational grounds for the choice mentioned above. But, if 
this is his aim, it is clear that the supposition of a single injection 
of credit, or even of a series of such injections occurring after and 
before a static period is inappropriate. It is to be expected that 
a single injection ■will cause a disturbance in the whole system 
and give rise to a series of fluctuations (as described by Mr. R. G. 
B- Allen in a mathematical appendix). If Mr. Durbin had sup- 
posed a continuous flow of new producers’ credits, always con- 
stituting, for instance, a constant fraction of the monetary demand 
from other quarters, he would have reached very different con- 
clusions. He would not have found a consequential oscillation 
between the demands for producers’ and consumers’ goods in 
subsequent periods. Bor since the antecedent causes springing 
from the injections are the same for period 2 as for periods 3, 4, or 
any other, the eflects of the injections could not be different in 
these periods. The disturbances which Mr. Durbin traces are 
really due to the jolt given by an isolated injection and not to 
the fact that it is a producer’s credit rather than a consumer’s 
credit or any other sort of interference that is operating. This 
method of attack debars him at the outset from reaching any 
valid conclusion relevant to the aim of his investigation. 

In Part II (“ Policy ”) the atmosphere becomes clearer. 
Mr. D'urbin discusses the application of his leading principle to 
various contingencies, he gives an account of the additional 
factual data which the monetary authority would req'uire — ^about 
the ease of attainment and relevance of which he is, however, 
perhaps too optimistic — and he discusses instruments of control, 
including bank rate, open-market operations and budgetary 
deficits. He makes short work of the gold standard in an excel- 
lent section. But it is for the last chapter that he reserves his 
big surprises. 

In his view trade recovery can proceed under the stimulants 
already mentioned a certain way without involving inflation and 
its aftermath. Por him the danger point is reached when the 
level of prices has been restored to the level of costs, and — though 
I was unable to make out why these two points must be reached 
simultaneously — ^there is full employment in the consumption 
goods industries, but not in the capital goods industries. Mr. 
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Durbin’s recipe is ingenious and, if bis diagnosis of the danger 
point were correct, would be appropriate. BCe proposes high 
taxation which will serve a double purpose. The proceeds are 
to provide employment for those still out of work in the capital 
goods industries, while its imposition will/orce up the rate of saving, 
or, in other words, prevent further increases in the demand for 
consumption goods, which, since there is already full employment 
in the consumption goods industries and factors of production are 
not readily mobile, would produce inflationary conditions there. 
In due time the authority should arrange for the transfer of 
resources to those industries (and could then presumably ease off 
the taxation). Mr. Durbin in effect claims to have discovered a 
method of continuing expansion after this danger point has been 
reached without provoking inflation. 

The crucial matter is his diagnosis of the danger point. Mr. 
Dm’bin is aware that in uncontrolled booms there is an expansion 
in the capital goods industries that cannot be thereafter main- 
tained in the normal working of the system. Dut it is by no 
means clear that this follows in time the attainment of full em- 
ployment in the consumption goods industries. There is reason 
to believe that the recovery in consumption itself provides an 
abnormal and temporary stimulus to investment, and that there 
will already have been an expansion of investment unmain- 
tainable by ordinary means before full prosperity in the consump- 
tion goods industries is reached. On this view the expansion of 
producers’ credit is an incidental by-product and not the cause 
of high activity in the capital goods industries. Mr. Xhirbin’s 
bogey is so firmly fixed in his field of awareness that he actually 
says in one place that there is common agreement among econo- 
mists that it is the primary cause of the trouble ! (p. 222). His 
proposal to check consumption at a crucial stage in recovery 
rouses grave misgivings. It is safe to say that he will not find 
general agreement for his recipe until he has given a clearer, more 
convincing and comprehensive analysis of the process of recovery. 

Finally, he expresses the view that there is after all much to 
be said for a regime of stable prices and rising money incomes, and 
that if this could be achieved without the aid of producers’ credits 
it would be desirable. So he proposes for his long-period policy 
to supplement incomes by a budgetary deficit. There is little 
doubt that if he applied the same methods of analysis to injections 
of government money that he applies to injections of bank loans, 
he would find the same disturbing oscillations caused. But bia 
proposals are interesting and courageous. The development of 
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hiis ideas preceding the composition of this book, to which he 
makes reference, is significant, and suggests the hope that a final 
clarification in this field of inquiry is not utterly remote. 

R. F. Habbop 

Christ Church, Oxford. 


Oerman Monetary Theory, 1905—1933. By Howabd S. Eulis. 

(Harvard University Press. Pp. 457. $5.00.) 

The reader of Professor Ellis’ survey of German monetary 
theorists, who finds his own task somewhat exacting, cannot but 
admire the hardihood and endurance of the author. The German 
and Austrian writers from Knapp to Maehlup are passed in 
review, and their interactions with the Scandinavian, Pritish and 
American theorists are examined, with unflagging patience, and 
the book is by no means the compilation of a mere bibliographer, 
but contains painstaking exposition and criticism of each theory 
that is put forward. 

The first Part deals with theories of the nature of money. 
Knapp is acquitted of the absurdity of holding that the State 
determines the pimchasing power of money, and the whole 
controversy connected with his name is clearly shown to have 
had nothing to do with the theory of prices. It was a branch of 
metaphysics rather than economics, though it was not conducted 
with the precision and conclusiveness which it might have 
attained in the hands of competent philosophers. 

Part II, -with Schumpeter and Mises, introduces the theory 
of money in the English sense of the term ; Part III surveys the 
inflation literature, and Part IV examines the cycle theory which 
came into fashion when the inflation was over. The authors 
are not arranged chronologically, but are grouped in each section 
according to the views which they express upon each topic under 
discussion- This is an arbitrary device adopted merely for the 
sake of reducing the welter of material to some sort of order. 
In some ways it is confusing and unsatisfactory, but it serves to 
bring out very clearly the moral (which Professor Ellis himself 
does not draw) that the present deplorable state of economic 
theory is largely due to the habit of economists of falling into 
schools of thought ” each of which refuses to pay the slightest 
attention to what the other is saying. The German Currency 
and Banking Controversy ” of the inflation period provides an 
excellent example of how an argument should not be conducted. 
To take one instance, the quantity theorists were distressed by 
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tlie fact, triiimpliantly pomted. out by tbeir opponents, that 
prices rose ahecudj of tbe increased, supply of money, and. tbe only 
answer tbey could suggest was tbat prices rose because tbe 
public expected more notes to be issued in tbe future. Tbis, as 
Professor Ttllb's points out (p. 294), is not only a very unplausible 
reading of popular psychology, but also deprives tbe Quantity 
Theory of all its force. On tbis view, to-day’s prices are not 
determined by tbe quantity of money in existence to-day, but by 
tbe quantity which tbe public expect to find in existence next 
week, and tbe M. of tbe equations ceases to be a measurable 
entity. Yet tbe quantity theorists continued to reiterate tbeir 
theory long after it bad dissolved into mist. Tbe followers of 
Helffericb, on tbe other band, would have done well to learn 
from tbeir opponents to meditate upon tbe truism tbat if the 
effective quantity of money does not increase, prices caimot rise. 
If tbe leading writers on each side bad shown a desire to satisfy 
tbeir critics, instead of a determination to shout them down, a 
solution would not have been far to seek and Professor Ellis* 
book woTjld not have been so disheartening to read. 

Concepts, as well as theories, are kept in idea-tight compart- 
ments. Tbe rate of interest, for instance, belongs to tbe com- 
partment of tbe business cycle, and is not so much as mentioned 
in tbe first three Parts of tbis book. Professor Ellis quotes no 
comment upon one of tbe most remarkable features of tbe 
infiation — tbe fact tbat tbe discount rate remained below 6 per 
cent, into tbe middle of 1922. 

Professor Ellis treats bis authors with a mild and unruffled 
tolerance, equally when be disagrees and when be agrees with 
tbeir views. Eor instance, be early convicts Mises of tbe crass 
error of identifying purchasing power and tbe subjective signifi- 
cance of an individual’s money income ” (p. 116) and yet con- 
tinues with unshaken confidence to treat bis views as worthy of 
respect. Tbe same leniency is accorded to ideas as to authors. 
In an admirable passage (p. 276) be exposes tbe moth-eaten 
condition of tbe purchasing-power parity theory of exchanges, 
yet cannot qtiite bring himself to band it to tbe old-clotbes man, 
and after showing, with great clarity, tbat tbe notion of a natural 
rate of interest is “ vacuous ” (p. 307), be continues to make use 
of it in bis own analysis (c.gr. p. 430). His criticisms are often 
shrewd but bis constructive suggestions in tbe main are weak 
and timid. To select and s 3 rntbesise all tbat is valid from tbe 
mass of conflicting and ambiguous arguments tbat Professor 
Ellis has studied with such care, would require a mastery of 
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theoretical analysis which he does not pretend to possess. A 
small but significant example of his inadequate theoretical equip- 
ment is to be found in a discussion of the theory of exchanges 
(p. 267), where he blindly follows Mises and other writers in 
assuming that when one country makes a loan to another the 
accumulation of capital in the lending cotmtry falls below what 
it would otherwise have been by the amoimt of the loan. This 
is clearly a greatly over-simplified view of what occurs. Addi- 
tional loan payments must lead to a corresponding increase in 
the foreign balance of the lending country. This may come 
about in two ways, either by an improvement in its international 
competitive position through a fall in its exchange rate or an 
induced reduction in its level of money wages, or by a check to 
home activity leading to reduction in its consumption of imports 
and possibly to an increase in its exports. If the first method 
is sujBficient to produce the required surplus of exports there is no 
need for a permanent rise in the rate of interest of the lending 
country, and increased foreign investment can occur without any 
check to the rate of home investment. If this method is 
inadequate, stability will require a rise in the rate of interest 
which will bring the second method into play, but there is no 
reason to suppose that the consequent check to home investment 
will correspond to the amount of the loan. Only if all the 
industries of the lending country are already working to full 
capacity will the rate of interest which ensures stability be the 
rate which cuts down home investment to exactly the same 
extent as foreign investment is increased. Professor Ellis fails 
to emphasise the strange fact that not only orthodox writers but 
also such a heretic as Hahn (p. 331) assume that full employment 
is maintained even in the depths of a slump. 

Put though his own contributions to the advance of monetary 
theory may not be regarded as of much importance. Professor 
EUis’ book is of the greatest utility as a guide through the mazes 
of monetary controversy, and his unspoken advice as to what to 
read, and what not to read, will be of the greatest service to 
English readers who are anxious to miss nothing of value in the 
German literature, but who have no time to devote to unprofitable 
labours. 

JOAH POBIHSOH 

Cambridge. 
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Cheat JBritain and the Gold Standard : a Study of the present 
World Depression. By H. F. Fraser, M.A., Professor of 
Economics in Swarthmore College. (Macmillan. Pp. 206. 
8s. Qd.) 

Prof. Fraser admits that it is impossible to finance a great 
war without inflation, and that since the war gold has been ap- 
preciating in value relatively to other commodities, yet he thinks 
** it was only reasonable to expect that the inflated price-level 
of the war period should come down with a return to ordinary 
business activity,” and does not mention the arguments of Br. 
Cassel and Mr. Hawtrey that prices should have been stabilised 
at double the 1914 level — or even higher. He agrees that sterling 
was over-valued after March 1924 owing to speculative movements 
of money, yet his only question is whether the pound should not 
have been ** sent to par by credit restriction through raising the 
bank rate,” and the alternative of devaluation to a tolerable 
parity is dismissed with the jejune remark that this was ** ruled 
out as not compatible with honesty or dignity.” 

There is no mention of the Gesnoa resolutions on currency, nor 
of Mr. Norman’s odd evidence before the Indian Currency Com- 
mission. The Currency and Bank Notes Act is said to have given 
us “ a simple unified currency system which made for economy 
in the use of gold ” apparently because the new notes “ bore the 
historic promise of the Chief Cashier of the Bank ” and because 
gold coinage was not resumed ; but all the criticism of the Act 
for maintaining obsolete forms, and immobilising the gold required 
to support the exchange against withdrawals of foreign balances, 
is simply ignored. And the only reference to the Macmillan 
Committee’s report is a derisive allusion to “ the almost plaintive 
passages in which it was hoped that some people somewhere might 
do something to raise prices generally about 35 per cent.” 

The increase of $700 million (43 per cent.) in member bank 
reserve balances between September 1921 and 1929 is declared 
to be “ the really significant item ” in the crisis, as it permitted 
“ the inflation which completely unbalanced American business 
and made the reaction inevitable,” but no figures are produced 
to show either inflation or lack of balance. Prof. Fraser apparently 
regards the great increases in total debits, common stock prices 
and brokers’ loans as adequate proof, and makes no attempt 
to deal with Mr. Hawtrey’s arguments against this view. 

Price-level stability is said to be “ a defective guide to monetary 
policy ” because in periods of falling costs, “ such as that of the 
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past decade,” if prices do not fall proportionately, “ the way is 
open for a maldistribution of income which will lead to serious 
dislocation.” Prof. Praser finds the wholesale price indices 
unsuitable for registering this inflation, because they are heavily 
weighted by international trade products, the trend of which was 
falling, and he therefore resorts to the statisticians of the N.Y. 
Federal Preserve Bank, who “ calculated a rise of about 10 per 
cent. — in eight years — in the general price-level, which includes 
a number of items not included in the wholesale index of the 
Bureau of Labour.” But the items in this “ general ” index 
that rose were rents and wages, which are inappropriate for in- 
clusion in an index designed to show the effects of changes in the 
supply of money, and which, moreover, constitute the greater 
part of the costs that Prof. Fraser supposes to have been “ greatly 
lessened.” If he had really wanted a price index of manufacturers 
there was one compiled by the National Bureau of Economic 
Pesearch ; unfortunately for his argument, however, this showed 
a fall of 7 per cent, from 1925 to 1929. 

According to Prof. Fraser, the maladjustments between pro- 
ducers’ and consumers’ goods constitute “ the very heart and core 
of the business cycle.” He seems to be unaware that the applica- 
bility of the Hayekian theory to the crisis rests on the peculiar 
assumptions that a considerable part of the new investments 
was not provided by voluntary savings, and that the factors of 
production were fully employed. But the proportion of fixed 
capital in the United States financed by credit creation and not 
out of savings was relatively negligible, about 10 per cent, of 
the working population was unemployed in the boom year of 
1929 and the Brookings Institute’s investigation of America’s 
Capacity to Produce indicates that there was a general surplus 
capacity of some 20 per cent, even then. As for the alleged 
“ maladjustments,” the Cleveland Trust Company’s comparison 
of the deviations from normal of representative durable and con- 
sumption goods shows that these movements have always occurred 
together, not inversely ; and an examination of the rates of change 
in output of producers’ and consumers’ goods, 1919—29, by Leon 
ICuvin in the Arialyst, reveals no evidence of disequilibrium. 
Finally, in reply to a criticism by A. H. Hansen and H. Tout, 
Prof. Hayek has admitted that the idea of “ neutral money ” 
may have no significance for practical policy owing to the exist- 
ence of fixed costs, etc. {Econometrica, April 1934.) 

Like Hr. Benham, with whom he “ faces the facts ” several 
times. Prof. Fraser is outraged by the rigidity of British wage 
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rates after 1925, and by “ tbe extreme unwillingness to carry 
tlirougli a deflationary policy/’ for which “ the only real cure is 
the experience of a genuine inflation ” ! !For when the Kredit 
Anstalt failed, the Bank of England “ actually lowered its rate 
to 2^ per cent.” But he does not mention the fact that the 
New York rate had Just been reduced to IJ per cent., or that 
the Bank of France had held its rate at 2 per cent, since the 
beginning of the year. Our failure to “ push the rate up to 8 or 
10 per cent.” in July suggested that we would not make “ a real 
fight for the gold standard,” thereby “ increasing the panic 
feeling.” Prof. Fraser cannot conceive that such a rate might 
easily have alarmed instead of reassuring foreign bankers, that 
it would almost certainly have induced a panic at home, or that 
it would inevitably have caused a further and more violent fall 
in world prices. Eis only reference to the £80 m i l lion credits 
raised by the Government in August is that this “ became neces- 
sary,” but he does not seem to have heard that the Bank had 
borrowed £50 million at the end of July, thereby giving more 
conclusive evidence of a desire to maintain gold payments than 
by any raising of its rate. 

What the results of an attempt to “ force adjustment ” might 
have been he does not consider, though he refers to the demonstra- 
tion at Invergordon against reductions in the pay of the Navy. 
Sir Thomas Allen and Mr. Bevin, whom he attacks for being 
“ willing enough to face a reduction in real wages . . . by in- 
flation,” were aware that moderate inflation, like deflation, 
does not affect the purchasing power of wages to any considerable 
extent, and they showed a common sense, sadly lacked by their 
critic, in preferring an improvement in trade and employment 
to the negligible gain offered by a slightly higher real wage. 
For it is not “ real wages ” that those who propose devaluation 
want to reduce, as he asserts, but wage costs — a very different 
ratio. 

At the beginning of 1933, Prof. Fraser noted with satisfaction 
that ** the optimistic expectations based upon an undervalued 
pound have not been realised,” but he compares the figures of 
foreign trade and unemployment for the first halves of 1931 and 
1932 without mentioning that bank rate had been maintained 
at 6 per cent, for five months ending February 1932, and that it 
was not reduced below 3 per cent, until May. 

There seems to be inversion of statement in regard to 
exports (p. 124), and costs (p. 178). And there is not much 
sense in claiming that ** over-saving brings on the boom ” 
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when its direct result is to intensify the slump. No index is 
provided. 

GbOFEREIT BrDDUUPH 

The Gold Standard and Its Future, By T. E. Gregory. 

(London : Methuen & Co, 1934. Pp, ix + 184. 6^.) 

The Gold Standard and Its Future has grown in its third edition 
by two chapters ; a concise account of “ The Case of the XJ,S.A.” 
and a useful summary of “ The Gold Standard in Official Litera- 
ture.” The earlier part of the book has been considerably revised 
and brought up to date, and the concluding chapter on ‘‘ The 
Future of the Gold Standard ” has been rewritten. Professor 
Gregory maintains his original thesis in the light of the events 
which have occurred since the book was first published at the 
end of 1931. 

He regards the prevalent restrictions upon international trade 
as a cause, and not merely as a consequence, of the world slump, 
and therefore holds that if a monetary conference representing 
IJ.S.A., Great Britain, Japan, France and Germany were called 
at the present time a restoration of the gold standard might be 
arranged which would by itself promote to a considerable extent 
a revival of world economic activity. 

An Introduction to the Study of Prices. By Sir Walter T. Layton 

and Geoferey Crowther. 2nd Edition. (Macmillan. 

Pp, xiv + 273. Ss. 6d,) 

The new edition of An Introduction to the Study of Prices, 
which had been out of print for some years, consists of a revision 
of the original work, with an addition of three chapters : “ Prices 
from 1915 to 1922,” “ Prices from 1922 to 1933 ” and ““ General 
Considerations.” In the last it is argued that, while the need for 
some mitigation of price movements has become both more 
obvious and more pressing since the book was jSrst published in 
1912, the hope of achieving it is as remote as ever. The charts 
and statistical tables have been brought up to the end of 1933. 

The Burden of Plenty. Edited by Graham Htttton. (London : 

Allen and Unwin. 1935. Pp. 167. As.Qd.) 

This is a series of talks organised by the B.B.C, last winter 
considering the nature of the “ Economic Problem,” now pub- 
lished in book form, edited by Graham Hutton, who has also 
written an introduction and a conclusion and brief co mm entaries 
at the end of each chapter. 
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The contributors are economists of var 3 dng standpoints, 
agreeing only that the problem is a very concrete one and that the 
capacity to produce greatly exceeds actual consumption and that 
the solution is not to reduce the Plenty. Mr. Henderson, Mr. 
Brand and Prof. Robbins agree in wishing for the removal of 
artificial checks to international intercourse and a return to freer 
enterprise. Sir Arthur Salter believed in modified planning, in a 
” purposive direction,” i.e. State control of the main branches 
of production and a National Investment Board. Mr. Orage is 
a protagonist of Social Credit, and Mr. Hobson upholds the Under- 
consumption theory. Mr. Dalton, from the point of view of a 
social reformer, and Mrs. Wootton, demand more radical changes 
and advocate a planned state, such as exists in Russia. 

The book is intended, as were the talks, to appeal to the reader 
with no technical knowledge of the subject. Though the style 
is at times irritating, the exposition of the problem is clear and 
stimulates thought. It would be useful for purposes of teaching 
in schools, adult classes, and the like. 

Europe’s Crisis. By Ahdb,^ Siegebied. (Jonathan Cape. 1936. 
Pp. 128. 65.) 

In these days “ crisis ” is a much overworked and sorely 
abused word. The Concise Oxford Dictionary defines crisis as 
“ a turning-point,” or, again, as “ a moment of danger or suspense 
in politics, commerce, etc.” M. Siegfried has quite unjustifiably 
applied this term to certain ultimate or long-period tendencies 
which he discerns in the world to-day. The fate of Europe is 
for him, as for the rest of us, shrouded in uncertainty, and he calls 
this state of uncertainty “ Europe’s crisis.” 

The main thesis of this little book is that the long-standing 
hegemony of Europe (M. Siegfried is nowhere very precise as to 
the sense in which Europe is to be regarded as a homogeneous 
entity) in the world is threatened by the growth of American 
influence on the one side and by the rise of J apan and the coloured 
races on the other. What future, he wonders, has Europe in a 
world ridden by economic nationalism, repudiating the inter- 
national division of labour, and developing different values from 
those for which Europe has stood in the past ? He does not 
attempt to answer the question thus posed, though he suggests 
that “ Europe’s ” fate need not be too black provided that “ she ” 
remains true to “ her ” own sense of values and does not attempt 
to imitate America or the East. 

The foregoing summary does not perhaps sufficiently indicate 
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the fact that the argument is almost entirely based on economic 
considerations. Unfortunately M. Siegfried simply has not the 
equipment to achieve anything of constructive value in this 
direction. His economic knowledge, as here revealed, does not 
go beyond the superficialities of the journalist — a very intelligent 
journalist, it is true, with all the lucidity and grace of the Latin 
mind, but none the less a journalist. 

On the one side he leaves untouched many of the problems 
which an economist, looking ahead, would most want to discuss — 
even in the non-strictly economic field there are glaring omissions, 
such as the ignoring of war within Europe (as distinct from the 
economic consequences of the last war) as a factor in the situation. 
On the other side, he adopts a completely uncritical nineteenth- 
century attitude towards such economic issues as he does discuss. 

It would, of course, be absurd to complain of not getting a 
learned treatise when what is offered is a very short essay on a 
wide subject. But M. Siegfried’s real failure lies in the fact that, 
in his r61e of questioner, he has not known what were the right 
sort of questions to ask. 

C. W. Gtttllebaitd 

St. John’s College^ 

Cmnbridge. 

Controllo delle materie prime e derrate agricole. By Mario Otto- 
LENom. (Firenze : Casa Editrice Polegrafica Universitaria. 
1936. Pp. 250. 20 lire.) 

Signor Ottolenghi has collected a large amount of information 
respecting the measures adopted in recent years for the control of 
a number of raw materials — ^rubber, sugar, coffee, wheat and 
cotton. 

His information is derived largely from the published works 
of Mr. Rowe and other authorities on the subject, and there is 
not much evidence of independent and original research. How- 
ever, his book has the merit of tracing back each of the schemes 
to its origins and of placing it well in its broad setting. If this 
work cannot be said to add anything of note to the problems it 
discusses — ^and least of all on the theoretical side — ^it does bring 
together in a convenient form the available facts drawn from a 
large number of different sources, and presents a coherent and 
clear narrative of the evolution of the various schemes of control. 

C. W. Gtjillebaijd 

St. John’s College^ 

Cambridge. 
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Die Grenzen der WirUchaftspoUtiJc. By Oskar Mobgekstebk. 

(Vienna : Julius Springer. 1934. Pp. 134. MM. 4*80.) 

The purpose of this work is to set out to a wider circle of 
readers the relations of economic theory to economic policy; 
the extent to which theoretical research can be made the basis 
of State policy. In the main. Professor Morgenstem presents a 
well-known point of view. Economic theory, he emphasises, is 
“ neutral ” between different ends, consequently no conclusions 
as to the desirability or otherwise of particular economic policies 
can be derived from the body of theory as such. ISTeither 
Xiiberalism nor Socialism — “ the two rigid systems of Wirtschafts- 
politik ” — can properly seek support from the laws of economics ; 
since both are implicitly based on some kind of value judgment. 
(Professor Morgenstem carefully dissociates himself from any 
advocacy of laisser-faire based on the ground that an optimal 
distribution of resources is achieved by the automatism of the 
free market ; those results which the market mechanism tends to 
bring about are also only desirable in relation to particular 
ends. The only presumption in favour of laisser-faire is based 
on negative grounds ; that under a regime of economic freedom 
the State is less liable to make mistakes.) What economic 
theory, however, can do is to examine particular economic 
policies with respect to their consistency; whether the various 
actions of the State are not self-contradictory, and whether the 
aims which the State simultaneously pursues are such that they 
are simultaneously attainable at all. Consistency of ends and 
consistency of the means adopted towards these ends are thus 
the sole criteria of approval by the economist. His own position 
is best summed up towards the end of the book (p. 127) : — 
‘‘ It should not be expected from the scientists that they should 
formulate programmes — ^this is the task of the practician — 
but the programmes formulated should be submitted to the 
scientists’ examination and opinion, so that they should be 
able to say what there is to say about them from the scientific 
side,” 

In later chapters the author examines in more detail the 
inherent difhculties, partly economic, partly sociological, which 
confront any sort of economic policy aiming at consistency. 
.All State action has indirect as well as direct effects ; these 
indirect effects are generally diffused, and therefore in any case 
less perceptible than the direct effects ; they also require a longer 
period of time to exert their influence. Eor these reasons they 



193 ^] MOUGEKrSTEItlT ; GKBaTZaSK DEB, WTSTSOB: A ETSPOUTIK 739 


tend to be ignored by the very authority which is responsible 
for them ; and thus Governments are continuously found adopt- 
ing measures which, on balance, have opposite effects from those 
at which they are consciously aiming. Moreover, there is a 
cumulative tendency towards such interventions of the wrong 
kind in the modem State. The parts dealing with this problem, 
where the author is obviously drawing upon his own Central 
European esrperience, are perhaps the most interesting in the 
book. Sectional interests — ** industries — ^tend to organise them- 
selves into associations which can exert an influence over the 
State out of all proportion to their real importance to the com- 
munity. The fact that the favourable effects of whatever action 
they demand are generally immediate and concentrated (thus more 
perceptible) makes the State — always bent on creating a favour- 
able impression of its “ activity ” on public opinion — all the 
more liable to succumb to them. Even if all sectional interests 
become thus organised and are all represented on “ Economic 
Councils,” it would be idle to suppose that they hold each other 
in check. On the contrary, for strategic reasons, they generally 
prefer their own opposition to any particular measure to be 
bought off by securing the consent of other groups for further 
protective measures for themselves. The State thus inevitably 
tends to become the prey of sectional interests ; its own actions 
tend to be determined by a bargaining process of outside 
groups. 

Professor Morgenstern ends up by a chapter consisting of a 
spirited attack on the “ vulgar economists ” : people with 
inadequate theoretical training representing themselves as ex- 
perts, whose growing influence is partly responsible for the 
enormous sins that have been committed. They are the true 
enemies of economic science ; it is their activity which dis- 
credits economics in the eyes of the pubhc and causes the warn- 
ing counsels of responsible economists to be ignored. Any 
future improvement in the standards of State economic activity 
presupposes their disappearance from public life. 

All this, of course, must be heartily endorsed. Yet it is 
questionable whether the disillusioning and depressing effect 
t his book must inevitably leave behind on the mind of the general 
reader, to whom it is primarily addressed, necessarily follows 
from its subject-matter. Professor Morgenstern’s book, in a 
sense, is little more than an agglomeration of warnings ; and 
recent experience certainly suggests that of warnings one can 
never have enough. But warnings are generally more effective 
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when accompanied by positive guidance ; and when it comes to 
“ do*s ” rather than “ don’t’s/’ Professor Morgenstern has little 
to convey. A long chapter is devoted to the “ Besonderheiten 
der Eloninnkturpolitik ” ; it apparently aims at demonstrating 
what kind of trade cycle policy an economist could approve of ; 
yet practically the only advice which he is able to tender is 
that State budgets must not be allowed to expand in boom times 
and should be rapidly contracted during depressions.^ He seems 
to be very sceptical about any kind of price-stabilisation schemes, 
in fact of any kind of monetary policy designed to stabilise 
trade ; and his opinions frequently take the form of obiter dicta 
in cases where he is touching on scientific issues which are still 
highly controversial. 

Professor Morgenstern could reply, and in fact he frequently 
reminds the reader, that this “ negativeness ” necessarily follows 
from his own unassailable methodological position. No doubt 
theory is “ wertfrei ” ; economics as such cannot determine what 
the State should do. But might economists not postulate certain 
ends in the same way as economic theory postulates the presence 
of certain conditions ? So long as the politicians and the public 
remain as vague and inarticulate about the ends they aim at as 
they now are, and so long as they are so ignorant about the 
effects of different methods, it is not enough for the economist 
to wait until proposals are submitted to him for examination. 
It is his duty to show the ways in which a constructive and 
consistent State policy can be achieved — at any rate when he 
believes, like Professor Morgenstern professes to believe, that 
wisely chosen State intervention can increase economic welfare 
and not merely diminish it. One of the reasons why Govern- 
ments are so liable to succumb to illicit temptation and adopt 
interventions of the wrong kind is because they know so little 
of interventions of the right kind. It would be unfair to say 
that economists (“ of the right kind ”) never propose, or advocate, 
anything ; but they rarety take the trouble to go beyond the 
most preliminary stages. No doubt, to the extent to which 
economists lend themselves to the advocacy of concrete pro- 
posals, they imperil the supreme authority of economics as a 
science. But, as Professor Morgenstern assures us, this authority 
is already at a very low ebb, owing to the activities of “ vulgar- 

^ He even suggests tliat from an economic point of view, the authoritarian 
State might he superior to a democratic one ; since the latter, by its inability 
to reduce the budget, generally prolongs the depression : a conclusion which 

follows as a matter of course from an examination of the present conditions in 
Europe (p. 130), I wonder of which countries he is thinking ? 
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economists/’ It is unlikely to rise again merely by adopting a 
still more reserved attitude towards public affairs. 

Nicholas Kaldob 

London School of Economics. 


Statistical Confluence Analysis by means of Complete degression 
Systems. By Ragnab Rbiscbc. (Oslo : XJniversitetets 

Okonomiske Institutt. 1934. Pp. 192.) 

The term confluence analysis is used by Professor Friseb to 
describe the treatment of a statistical problem of great importance 
in the economic field, the problem of determining from actual 
data what linear or other relations exist in a given set of variable 
quantities. We have here a problem of “ significance ” and two 
different aspects must be carefully distinguished and considered. 
There is, firstly, the question of the significance of the variables 
themselves as regards their inclusion in, or exclusion from, the 
relations to be derived, and, secondly, the question of the signifi- 
cance of the coefficients in the relations when derived, taking 
account of the fact that random disturbances are present in the 
data. Tests of significance in the second sense are familiar 
enough throughout statistical analysis, but it is useless to apply 
them to the present problem until the significance of the variables 
themselves has been established. And it is in this respect, as 
Professor Frisch points out, that all statistical inquiries of the 
kind considered are to be found wanting. 

Having decided to connect the variables of a given problem by 
linear relations, we then have to determine whether the relations 
obtained from the data include all the systematic influences 
and nothing else. If too few variables are included in a linear 
relation, then the coefficients of the relation (found by a re- 
gression method) have a systematic bias and the eflect of some 
relevant variables has not been disclosed. On the other hand, 
if a greater number of variables is included, it may happen that 
there exist, not one, but two or more linear relations between them. 
To fit a single linear regression to the data is then a meaningless 
procedure and any results obtained must be fictitious. 

The main problem of confluence analysis is thus to find just 
those variables, out of the total number possible, which can be 
related significantly by means of regression equations. In the 
present work. Professor Frisch has succeeded in elaborating what 
is undoubtedly a comprehensive and reliable method of tac kl i n g 
this problem. His method depends on ideas which are essentially 
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simple and. reasonable and. it can be applied, "witbont muob 
difficulty. Tbe drawback of tbe method, is that the necessary 
numerical work, even with tbe tecbniq^ue developed, and described 
by Professor Friscb, is exceedingly heavy when more than two 
or three variables are related. This is inevitable from the very 
nature of the problem. 

The theoretical basis of the method has not yet been fully 
worked out by Professor Frisch. He gives, however, a theoretical 
development which provides some support for the method he 
recommends and also includes an account of other possible criteria 
of significance. In the course of this development, many interest- 
ing side questions are considered and statisticians should notice 
particularly the conditions under which different regression 
equations represent the “ true ” regression and the relation of 
these conditions to the “ least squares ” method of finding 
regressions from actual data (pp. 65—70). 

Economists will be mainly interested in the application of 
Professor Frisch’s method to American consumption data with a 
view to the evaluation of the “ marginal utility of money ” (pp. 
147—69). Using the construction described in New Methods of 
Measuring Marginal Utility (1932), Professor Frisch obtains 
results which are clearly inconsistent. This failure leads him to 
consider the possibility of substitution in consumption and 
to suggest a method of allowing for substitution effects. This is 
not the place, however, to discuss the validity either of the 
construction as a whole or of the particular method of allowing 
for substitution. A complete account of the work done for Pro- 
fessor Frisch and his associates in this field is reserved for separate 
publication, and criticism at this stage would be untimely. 

R. G. I). AxjiiBiT 

London School of Economics. 


Are Trade Unions Obstructive ? An Impartial Inquiry. (London ; 

GoUancz. 1936. Pp. 349. 5s.) 

The six inquirers are Professor Hilton, Dr, J. J. Mallon, 
Mr. S. Mavor, Mr. Seebohm Rowntree, Sir Arthur Salter and Mr. 
F. D. Stuart. This is an impressive committee, and obviously 
well qualified for the job which they set themselves, namely, to 
ascertain the facts underljdng the common allegations concerning 
obstruction in the industrial machine created by trade-union 
stipulations as to the conditions of employment in industry. ** To 
ascertain the facts, present them, ponder them and comment upon 
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them was the one and only purpose of this inquiry,’’ and it may be 
said at once that the committee has faithfully kept to this purpose. 
A group of thirteen representative industries was selected for 
study : the building, coal, cotton, docks, electrical, engineering, 
fmmiture, glass, iron and steel, printing, railways, shipbuilding 
and woollen and worsted industries . The method of inquiry in each 
industry was, first to examine the existing collective agreements, 
secondly to interview the employers’ organisations, and thirdly 
to present a statement of the employers’ case to the trade unions 
for comment and to interview leading union ofdcials. The method 
of inquiry was thus uniform in each case : the method of present- 
ing the results is equally uniform. Each of the chaptens on 
particular industries is divided into four sections : the first is a 
survey of such general facts concerning the industry as are relevant 
to the inquiry ; the second sets out the employers’ point of view ; 
the third gives the trade-union reply, and the fourth is a short 
summary by the investigators- In each case the second and third 
sections are divided into three sub-headings : recruitment and 
utilisation of labour, hours and wages, and general conditions 
affecting output and efiicienoy. (It may be observed that the 
general level of wages is excluded from the investigation, and 
wage issues are confined to particular rates out of all relation to 
rates in comparable occupations.) These thirteen chapters on 
particular industries are preceded by an explanatory intro- 
duction, and in the last chapter the committee draw their own 
deductions. 

It is easy to criticise this book fairly and unfairly, reasonably 
and unreasonably. But after due reflection, one reader at least 
feels dissatisfied with the general results, though at the same time 
grateful for what has been achieved, especially in view of the 
formidable difSoulties of the task. The chapters on particular 
industries supply a good deal of useful data, of which students of 
industrial relations have so far been aware only in rather vague 
forms, lacking definition and concrete reality. But there is little 
attempt at quantitative measurement of the problem in these 
particular industries, though it shown that the amount of union 
obstruction varies greatly, as of course does its character. Every- 
one knows that in certain industries trade-union obstruction 
exists : what we want to know is whether its amount is worth 
bothering about, and if so, how it can fairly be eliminated. jBCere 
the summary nature of the investigations yields us little, though 
some, help : to give just a single example, a total of about two 
pages in several fragments on the more looms issue in the cotton 
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industry is unlikely to take us very far, and it naturally does not. 
Moreover, the case for a wide but summary survey must rest 
upon the value of the generalisations obtained ; but here is the 
greatest disappointment of all. The moral is not that the 
investigations were worthless, still less unnecessary, but that they 
were not pxn*sued in the right way and/or to the requisite extent. 
This book indeed emphasises the great dif&culties of collective 
research even by the most distinguished and individually well- 
qualified persons- Nevertheless, we must be grateful to the 
committee for providing us with a good deal of useful data, which 
is not to be despised, and for providing some future student of the 
subject with a good jumping-ofi ground. 

J. W. F. Rowe 

Pembrohc College^ 

Cambridge. 


Social A-dministration, Including the Poor Laws. By John J. 

Clajbke, M.A., F.S.S. (London : Pitman & Sons. 2nd 

Edtn. 1935. Pp. Ixxvi -j- 776. 155 .) 

The extension of the social services is by common consent 
one of the most remarkable developments of our age. It is the 
more remarkable in that this mass of State intervention. State 
assistance, and communal provision has been carried out in the 
main by Conservative and Liberal Governments — though partly, 
no doubt, under Socialist pressure, partly perhaps with the object 
of “ dishing the Socialists.” Those who oppose it on principle 
to-day are but a tiny minority — diehards of the Charity Organ- 
isation Society, eugenists who bewail the fostering of the unfittest, 
economists who see in unemployment insurance not what the 
late Lord Melchett called “ a bulwark against revolution,” but 
an obstacle to wages going down as and when they ought to. A 
much larger number, of course, are uneasy on financial grounds, 
and will continue to advocate the cutting down of the cost of 
the social services or to resist their extension. And there are 
Socialists, too, who look askance at demands for more and more 
eleemos 3 mary Socialism. But the social services, as Mr. Arthur 
Greenwood says in his foreword to Mr. Clarke’s book, have 
become an integral part of our national life ; and no one seriously 
imagines that the tide has yet reached its full or that it can be 
stemmed. There are new developments such as Family Endow- 
ment (which has already been established in several other coun- 
tries), and there are reforms in existing services, e.g. Health and 
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XJneraploy merit InsTzrsLii.ce, whicli, tziidLer one Grovernment or 
anotlzer, will assuredly be put on tlie Statute JBoolv in the not 
distsLnt future. 

Mr. Clarke’s book is the first attempt;, he claims, to bring 
together in one volume all the social services, major and minor. 
Its largest section, covering some 250 pages, deals with the IPoor 
Law and Public Assistance, and is a revision of an earlier work 
published under the same title some years ago. Other chapters 
are devoted to public health, housing and planning, child 
welfare, the feeble-minded, IFactoi’y Acts, Trade Boards, unem- 
ployment, insurance and pensions. There is an excellent index 
and a useful, though not quite so good, bibliography- In his 
account of the law and practice IMr. Clarke maintains a high 
standard of accuracy. He is not up-to-date in every detail (e.g, 
he does not deal with the fiasco of the Unemployment Assistance 
Board over the Means Test, or with the London County Council’s 
new system of administering public assistance). But for this he 
clearly cannot be blamed ; the world will not stand still when an 
author goes to press. "What perhaps does lay him open to some 
criticism is his ambition. He does not confine himself to an 
account of things as they are ; he goes far and wide into history 
and theory. This in general adds to the value and interest of 
the book, and some of it indeed is necessary. But it involves a 
lot of close ‘‘ potting,” and, able potter though he is, Mr. Clarke is 
not invariably successful. His outline of the development of the 
Poor Law, for example, is good ; decidedly less good are the 
paragraphs in which we are taken back to the origins of Homan 
law (and in which incidentally we come upon the odd statement 
that in the history of the Greeks there may be discerned traces 
of human philosophy ”). Some of this, or of the compendium of 
economic theories that we get in another chapter, might surely 
be spared to make room, say, for more detail on a matter like 
the Agricultural "Wages Boards, which are inadequately treated. 
But the defects of the book weigh light against its qualities . 
Used judiciously, as the basis of, and not a substitute for, deeper 
study (Mr. Clarke would be the first to agree about that), it will 
be invaluable to the student of social administration. And its 
comprehensiveness and clarity should make it a first-rate refer- 
ence book alike for the professional and the layman. 

C. M. LxrOYO 

London School of Economics. 
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The Thrifty Three Millions : a Study of tlie Building Society 
Movement and the Story of the Abbey Road Society. By 
Sm Habold Bbllmah. (London : Macmillan. 1935. Pp. 
xii + 357. 6s.) 

Building Society Practice. By G. S. Riley, B.Com. (London). 
Foreword by Sra Enoch Hill. (London : Macmillan. 
1935. Pp. xvi + 228. 10s. 6cZ.) 

These two books deal with different facets of the Building 
Society movement. Sir Harold Bellman is concerned with its 
general growth, which has been specially marked since 1918, and 
with the big part the societies have played in dealing with the 
post-war housing problem. His book is published to commem- 
orate the centenary of the Abbey Road Society and so combines 
a history of this Society with a general treatment of the develop- 
ment and present structure of the whole movement as Mr. Riley 
is concerned to fill a particular gap in building society literature, 
since “ so far no serious attempt has been made to set out in 
detail the organisation and working of a modern society.” 

One difiS-culty in dealing with such a movement arises feom the 
number and variety of individual societies. Mr. Riley meets this 
on the whole satisfactorily by describing a representative society 
and indicating the chief differences between the various types. 
Sir Harold Bellman is perhaps also a little inclined to imply that 
the methods and practice of societies like his own are more typical 
of all than may in fact be the case. He rightly stresses the value 
of the movement as a form of “ directional ” saving for a particular 
purpose, whereby not only the savings, but the use of them, is 
organised, thus eliminating or at least minimising the lag be- 
tween saving and investment. Post-war years, moreover, have 
given the movement special opportunities ; and, more recently, the 
world depression has diverted to it an abnormal flow of savings 
owing to stagnation in many of the usual fields for investment. 
Sir Harold indeed is specially interesting when he deals with such 
changes as the growing importance of the investor as compared 
with the borrower. “ The borrowers in a building society are in 
most instances little more than nominal members. . . . Instead 
of afi members being expectant borrowers . . . the two classes are 
now distinct, the investors usually outnumbering the borrowers 
and monopolising the profits.*’ Moreover the societies are now 
attracting a more substantial t37pe of investor who uses them not 
to acquire a house, but as a form of investment, and the rates of 
interest paid and the security, especially against capital depreoi- 



1936 ] 


NEW SURVEY OF LONDON LIFE AND LABOUR 


747 


ation, make tlie societies extremely helpful to this type of 
investor. 

One result is that relatively little is said of the borrower. 
The author stresses the interests of investors and depositors, and 
this may also be the policy of the societies. It is suggested, 
for instance, that by lower interest rates the societies cotdd 
have extended home-owning even more than they have done. 
Sir Harold defends their policy on this and other matters. British 
interest rates, too, seem lower than in the Dominions and foreign 
countries. But the evidence that the societies have had to 
restrict investments from time to time suggests that a policy 
of lower interest rates might have been practicable and advan- 
tageous. It also seems possible that the societies ought to do 
more to advise borrowers regarding the price and quality of the 
houses which they purchase than they do in the ordinary course 
of protecting their own investments. Mr. Biley indeed seems to 
favour a non-committal attitude towards requests for advice on 
matters of price. But it might be suggested that the societies make 
more active use of their expert knowledge to help their borrowers 
and so contribute more towards raising the standards of housing. 

The concluding chapter of Sir Harold Bellman’s book deals 
with the progress of building societies in the Dominions and 
foreign countries. He does not generally make any direct com- 
parison with British practice, but gives sufficient information to 
enable the reader to do this for himself. Some of the differences 
are interesting and significant. There is also a useful series of 
appendices. 

Mr. Riley’s aim is primarily to describe actual practice. His 
treatment is mainly based on the work of the chief departments 
of a building society with special chapters on Audit, Income Tax 
and the use of machinery. He gives a useful description of 
Building Society Daw. Generally speaking he limits himself to 
description and eschews criticism, but there is an able short 
criticism of possible lines of policy in dealing with branches and 
agencies. His book should be specially useful to small or newly- 
formed societies and to branch and other subordinate officials. 

N. B. Dbarle 

The Netv Survey of London Life and Labour, Vol. IX. Life and 
Leisure. (London ; P. S. King & Son, Ltd. 1935. Pp. 
xiv -{- 445. 17s. Qd.) 

This closing volume of the New Survey of London breaks 
fresh ground because it “ passes from the study of Londoners as 
Xo. 180. VOL. XLV. 3 O 
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earners, spenders and consumers of material commodities to the 
survey of their pursuits of leisure, using the word in its broadest 
sense.*’ This fact itself indicates real progress since the Booth 
survey. For improvements in standards of living and the shorten- 
ing of the hours of labour have given the Londoner both increased 
leisure and the means to use it. But, as the introduction points 
out, leisure in the widest sense includes the various opportunities 
for spiritual, intellectual and cultural activities. Pessimists, 
indeed, have doubted whether, given the leisure and the greater 
resources, there existed the education and culture to put them to 
good use. Others questioned whether there was the necessary 
institutional equipment. But, happily, the demand has created 
the supply. The development of educational institutions and of 
scouts and clubs and the rise of new interests followed the in- 
crease in material well-being. 

The reasons for this are various. The growth of education 
has itself created an urge for better things. There has been much 
work and planning to this end both by public authorities and by 
voluntary agencies, and their concurrent expansion may be noted. 
Fxuther, one of the greatest evils of poverty is the narrow range of 
interest and the monotony of life that it involves. So the desire 
for higher things was often latent and waiting the opportunity for 
satisfaction. And important new interests, provided often by 
private enterprise, were growing up, like the two great organi- 
sations of the cinema and the wireless, whilst cheap travel has done 
much for the hiking and holiday habits. But although both 
provision for the new needs and the will to use them were at 
hand, neither is by any means complete and there is still much to 
do. Scouts and clubs, for instance, are by no means able to 
provide all the requirements of the adolescent. Often, indeed, 
they are least adequate in the poorest boroughs and districts, 
though Stepney and Bermondsey seem to be well provided for. 

This closing volume worthily crowns the work of the Survey, 
and, like its predecessors, is written with real sympathy and 
understanding. The Director’s introduction is, as always, 
admirable and he has successfully woven into a unity the contri- 
butions of a team of writers of character and individuality. All 
have done good work, though naturally the level of quality 
varies. Certain matters, indeed, like the records of various 
institutions, permit of less graphic treatment than do others. 

The body of the book is divided into four parts. The first 
deals with the Pursuits of Leisure, which include adult education. 
The chapter on Holidays and Outings illustrates very well the 
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existing conditions. Many workers enjoy holidays with pay. 
But many do not, and all of those who do cannot afford to take 
their holiday away from home. “ The proportion of working- 
class adults who regularly enjoy a holiday away jBcom home is a 
good deal lower than that of their children.’* “ Social Organi- 
sation ’* (Part II) covers working-men’s clubs and provision for 
adolescents. This last includes an interesting description of the 
social and geographical distribution of the various organisations. 
The third Part, on Indulgence and delinquency — drink, gambling, 
sex-delinquency and crime — is perhaps the best of all and is 
written with real sympathy. “ It is interesting to note,” says 
the director in the Introduction, what a small part is directly 
played by poverty in the causation of vice and crime.” Mr. 
S. d- Ruck discusses some new and valuable information in the 
chapters on crime and suggests that “ d 3 mamic ” poverty, due to 
falling income and unemployment, is a more important influence 
than the “ static ” poverty of low income. But the narrowness 
of a life of poverty and its lack of interests are found to be im- 
portant contributors both to the drink habit and to the gambling 
which appears to be taking its place, and they exert their influence 
on sex delinquency. The final Part contains two interesting 
series of workpeople’s diaries— one by railwaymen who represent 
the more regularly employed workpeople and the other by six 
Bermondsey housewives. 

The director’s final judgment is one of hope, whilst he sees no 
grounds for complacency. Progress has been great, but has only 
been won by the “ sustained and unrelenting struggle ” of human 
good-will against the forces of disintegration. This progress too 
is in comparison with the low standards of forty years ago, and 
much vice and crime remain. “ The forces of good-will have on 
the whole been gaining ; but the issue is still undecided and any 
relaxation will spell disaster.” 

N. B. dEABLE 

The Essential Factors of Social Evolution. By Thomas Nixon 
Carves. (Harvard University Press ; London : Humphrey 
Milford. 1935. Pp. 564. 215.) 

That Professor Carver has long been interested in sociology 
as well as in economics is well known. This book, he tells us, is 
the fruit of forty- two years’ reading, during which time he tried, 
unsuccessfully, to keep pace with the output of “ what may be 
called the Sociological Press.” Such a statement, coming feom 
an eminent economist, naturally raises high hopes, since those 
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who have so thoroughly combined the two disciplines are rare. 
But something has gone wrong. Perhaps Professor Carver has 
given too much time to books claiming in their titles to be 
“ sociology,” and too little to the researches of historians, lawyers, 
anthropologists, psychologists and others, which are the real 
stuff of which sociology must be made. Por hia reading has left 
little mark on his writing, except in those passages where he 
summarises past theories. The rest of the book might have been 
written by any ordinarily well-informed observer of society with 
the aid of personal experience and common sense. 

To attempt a study of social evolution without empTo ying r 
either an historical or a comparative method would be sheer mad- 
ness. Professor Toynbee is engaged in showing us what can be 
done when these methods are used. Professor Carver has worked 
on entirely different lines. What he has given us is merely an 
analysis of contemporary society tacked on (to quote the publisher’s 
note) to “ the idea of survival value as the leading factor in the 
evolutionary process.” Although no attempt is made to verify 
this unportant assumption, it is treated, not as an hypothesis, 
but as a truth to be expounded. Society, says Professor Carver, 
is like a team “ which plays a perpetual game called ‘ the struggle 
for existence,’ and the stake is the survival or extinction of the 
team.” And again, evolution comes because the less adapted 
fail and the more adapted succeed. Tip to the present moment, 
practically every social reform is a blind but determined fight 
against the only theory of evolution which has any scientific 
standing.” If this idea is to be of any use in a study of the growth 
of civilisation, it must be applied, not to groups of men, but to 
ways of living, to customs and to institutions. It is, then, ob- 
viously impossible to assert that those institutions survive which 
are best adapted to the needs of society (is this true of war ? ) ; 
we can only ^ay that survival implies adaptation to some needs, 
performance of some function. In this form the idea becomes a 
useful warning to the investigator, not a clue to the process of 
change. 

The analysis naturally suffers somewhat from the constraint 
of this unhappy alliance, but it often manages to Shake itself free 
and becomes on occasion adequate or even innmina. t i'ng j as, for 
instance, in the discussion of self-interest. But it has its own 
defects. It is, as a whole, casual, unsystematic and discursive. 
The good things are embedded in a mass of platitudes and half- 
truths. The good things occur whenever the technique of 
biology or economics can be brought directly into play. The 
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author does not seem to have realised that the analysis of social 
structure requires a technique of its own. It is a misapprehension 
for which sociologists are themselves largely to blame . 

T. H. Marshall 

I/OTidon School of Economics. 


Law and the, Social Sciences. By Htjntihgtoh Cairns. (Kegan 
Paul. 1936. 12s. 6d.) 

This book is a painstaking review of “ the possible con- 
tributions of five social sciences to the legal process.” The 
sciences selected for consideration are Anthropology, Economics, 
Sociology, Psychology and Political Science. A separate chapter 
is assigned to each; and the reader is, in each case, conducted 
through an examination of the possible bearing of recent dis- 
coveries and conclusions upon the making and the administration 
of the law. Now, there are two obvious ways in which the 
conclusions of these sciences might infiuence the law. They 
might, in the first place, infiuence legislation itself ; and, secondly, 
they might (or some of them conceivable might) influence juris- 
prudence. And in a discussion of this kind it would be important 
to have clearly in mind which of these influences was being 
examined; and if both, then to be certain that there was no 
confusion between them. But this, I think, is where Mr. Cairns 
has failed. He describes his purpose in a variety of phrases — ^it 
is to examine the possible contribution of these social sciences to 
“ the legal process,” “ the law,” the thought of “ legal scholars,” 
“the jurist,” “legal thinking,” “the legal historian” and “the 
legislator ” — and he does not appear to recognise that it is one 
thing to help the lawyer or the jurist to think more clearly about 
the law, and quite another to help the legislator to make more 
reasonable laws. And further, he does not recognise clearly 
that it is one thing to demand that the legislator should consider 
social changes and reform the law accordingly, and that it is 
quite another thing (and more questionable) to demand that the 
judge himself should make use of what IMr. Cairns calls the 
sociological method ” in administering the law. 

“ It is a platitude,” he remarks on p. 260, “ to say that the legal 
system must, as a condition of its existence, perpetually adapt 
itself to the changing needs and ideals of the community in 
which it functions ” ; and the most valuable pages of this book 
are those which, elaborating this platitude, consider what contri- 
bution e.g.f the economist or the psychologist can make to the 
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reform of the law. Not only do needs and ideals change, but know- 
ledge changes, and this change must be permitted to influence 
the legal system. The suggestions made are, for the most part, 
well thought out and cautious : he has no great confidence, for 
example, that psychology has yet reached any conclusions 
certain enough to form a basis for the reform of the rules of 
evidence, but he thinks that taxation and the law of property 
would benefit by reform under the guidance of the science of 
economics. 

But a large part of the book is taken up with the examination 
of the possible contribution of these sciences to the solution of, 
not legislative, but legal and jurisprudential problems; and 
this part is, I think, less satisfactory. It is not difiS-cult to see 
that anthropology might have something valuable to offer with 
regard to colonial legislation, but that it could ever help the jurist 
is not so easy to understand, and Mr. Cairns does not make it 
easier. It is clear that psychology or physiology might someday 
reach conclusions which could be made use of in reforming the 
law; but the pages here devoted to the examination of the 
possible contribution of psychology to the reformation of such 
legal ideas as an “ act,’* or “responsibility ” or “reasonable care ” 
are less well considered. Nevertheless, the book contains much 
that is interesting, and is a well-documented and reliable (if 
slightly confused) guide to what is being thought (especially in 
America) about these subjects. 

M. Oakeshott 

Facing Labor Issues in China. By Lowe Chtjak-BCxta. (Allen 
and Unwin. 1935. Pp. 202. Is. Qd.) 

To discuss labour conditions and problems in a country of 
the size and variety of China, where nothing even remotely 
approaching economic unity has yet been attained, is necessarily 
a difficult task, especially in view of the inadequacy of the available 
information. Mr. Lowe, in his Facing Labor Issues in China, 
is mainly concerned with labour in modem, organised industries, 
and deals in particular with labour organisation, trade unions, 
labour policy and legislation, workers’ education, unemployment 
and industrial welfare. On account of the difficulties mentioned 
above, the picture given is somewhat patchy and lacking in per- 
spective. Bor instance, it is difficult to obtain any general idea 
of the organisation, strength and leadership of trade unions in 
China from the three chapters on the subject, two of which consist 
of detailed accounts of particular unions. Nevertheless, Mr. 



1936] ohapitt: disabmame^stt ik British: FOREiaH policy 763 


liowe has, on the whole, succeeded in bringing together the avail- 
able information in a concise and informative manner. 

Mr. liOwe does not attempt to provide any broad sociological 
background for his study, such as was given by Professor Tawney 
in hi a Land and Labour in China, but his undoubted knowledge 
and awareness of this background prevents this defect jSrom being 
as serious as might be feared. Moreover, he by no means ignores 
the broader economic implications of his subject. Thus, in his 
last chapter, “ Conditions for Economic E-econstruction,” he 
attempts, with considerable success, to place the problems of 
labour in modern industries into their proper relationship with 
those of agriculture, transport, finance and small-scale industries. 
In particular he stresses the fact that “ until the millions of Chinese 
who depend upon the good earth for their livelihood are brought 
into a higher economic plane, it is futile to work for better 
standards for the industrial population.” 

The chief impression gained from the book is that the road to 
improvement in industrial labour conditions will be long and 
stony. Policies and legislation sound impressive, but in practice 
turn out to be little more than pious expressions of good intentions. 

Mr. Lowe appears to pin his faith chiefly on financial and 
advisory co-operation from Western nations in Chinese regenera- 
tion. He make it perfectly clear that, even if such help should 
be forthcoming, it would have to be utilised in the first place for 
agricultural and transport improvements. Moreover, such co- 
operation obviously cannot be secured, on any substantial scale, 
until China’s fundamental political problems have been tackled. 
May these essential preliminaries to economic and industrial 
reconstruction be less remote than they appear at present to the 
distant observer. 

Veba Anstby 

London School of Economics. 

Disarmament in British Foreign Policy. By E. A. Chaput. 

(London : Allen and XJnwin. 1936. Pp. 432. 16s.) 

This will be a useful book of reference for future students of 
political history. Its author is a Erench Canadian educated in 
the United States, who has recently spent several years of study 
at Greneva. He has compiled his story from the ordinary official 
published sources, supplemented by some of the best known 
published memoirs and diaries. The tale, after a brief intro- 
ductory section on pre-war histoiy, runs on, in ever-thickening 
detail, till 1934. It runs straight, but nearly always on the 
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ofS-cial outer surface of events. “ Treatment lias been limited,’* 
says Mr, Chaput, “ to the effectives and material of land, naval 
and air armaments.” Tbe problems of the manufacture of arms 
and of the trade in aims are not touched at all, and that of 
supervision only lightly. But he quotes “ British experts ” on 
a technical Sub-Commission at Geneva in 1920, who were “ firmly 
of the opinion that any form of supervision or control of arma- 
ments by an international body is more calculated to foment 
ill-will and suspicion between States than to foster international 
confidence,” and were, therefore, entirely unable to accept for 
their Government anything in the nature of itinerant inquisi- 
torial Commissions.” This opinion the British “ Service ” 
everts have obstinately retained, and have succeeded in impos- 
ing on many politicians, including finally Lord Stanhope, who 
was left fighting in splendid isolation at Geneva in the early 
months of 1935 against a very moderate American proposal for 
supervision, I believe this expert opinion to be wrong and 
most shortsighted, though I cannot, without committing official 
improprieties, write freely on this and kindred questions. But 
I will put the essential point in general terms. The influence of 
British Service experts on disarmament negotiations, and on the 
politicians nominally conducting them, has, according to my 
observation, been more continuous and more powerful than that 
of either diplomatic or financial experts. Now, broadly, the 
Service Departments want armaments, the Foreign OfS.ce wants 
agreements and the Treasury wants economy. The many failures 
either to agree or to economise are not, therefore, difScult to 
explain. Mr. Chaput is, I think, too little critical of British 
policy, especially since 1932, in the World Disarmament Con- 
ference, where the British Government has played a steadily 
obstructive part and missed golden chances, especially in the 
early months, which will not recur. When negotiations on 
disarmament are once formally opened, though some diplomatic 
preparation should have preceded them, we are likely to get 
either quick results or none. The Washington Naval Conference 
illustrates the first alternative ; the World Disarmament Con- 
ference the second. But at Washington in 1921 were Hughes 
and Balfour; at Geneva in 1932 much smaller men. As time 
slips away, the Service experts emphasise objections, personal 
frictions multiply, the politicians become preoccupied with other 
cares, the Press howls discouragingly, the public opinion favour- 
able to disarmament grows nervous, fogged and tired. 

Mr. Chaput, by limiting his field of study, misses some causal 
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connections, notably the disastrous effect of British wobbling 
over security upon the willingness of foreigners to disarm. Some 
of his obiter dicta I jSnd unacceptable. “Not until the Sino- 
Japanese dispute of 1931 did it become quite clear, not that the 
original Covenant of the League was dead, but that it had never 
existed.” Handled promptly and boldly, with British leader- 
ship within the League and the co-operation of the United States 
and the Soviet Union from without, this dispute would have 
triumphantly vindicated the Covenant. Again it was a choice 
between quick results or none. 

3Mr. Chaput grossly exaggerates the extent of British “ uni- 
lateral disarmament ” since the war. That we should have been 
spending well over £100 million a year on “ defence,” and yet 
“ have nothing to keep our word with,” if Locarno called, is a 
fantastic proposition. 

Hugh Baltoh 


Great Britain and the Law of Nations. Vol. II. Territory (Part I). 

By Pbofessoh H. a. Smith. (London : P. S. King. 1936. 

Pp. 422. 16^.) 

Great hopes were raised after the War that international 
law was being placed, or was shortly to be placed, on the firm 
basis of codification and the judgments of the Permanent Co tart. 
Like all human expectations, these hopes are slow of realisation. 
The painful facts of life have produced a mood of cynical reaction 
towards the old anarchy. Despite the real gains since 1918, 
therefore, it still remains true that the law of nations is essentially 
a customary law. And custom can only be ascertained by the 
study of what men have actually done. Professor Smith has 
accordingly addressed himself to the colossal task of elucidating 
the British contribution to the formation of international law by 
reference to British official documents of the century and a half 
preceding the War. Such an undertaking, if it approached 
completeness, would rapidly fill a long series of portentous 
volumes. But Professor Smith is not the director of a public 
undertaking, supported by a staff of experts and able to give his 
whole time to the enterprise. Also, his object is to produce a 
series which can be read and enjoyed by the ordinary student 
or the intelligent layman. He has, therefore, selected a small 
number of disputes and negotiations which seem best fitted to 
illustrate the official views of this country on leading principles. 
He does not include decisions of our national courts, since they 
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are available elsewhere. His quotations are drawn from execu- 
tive and diplomatic sources and the reports of the law officers. 

Professor Smith described his first volume, on States, as an 
experiment, only to be extended if it met with an encouraging 
response. It is to be devoutly hoped that he is now convinced 
that his arduous laboms are appreciated and that he will be 
enabled to continue them. 

The present volume contains five chapters dealing with Title 
to Territory ; the High Seas ; Territorial Waters ; Straits ; and 
International Rivers ; with an appendix containing the argument 
of the British Government in the Behring Sea Arbitration (Cd. 
6921, of 1893). The documents are fewer and are given in 
greater extension than in Volume I, which is all to the good for 
the proper understanding of the writers’ points of view. Also 
the layman thus has greater opportunity of enjoying the precision 
of legal and official phraseology, a particularly good example of 
which is the definition of an island on p. 132 ; though occasionally 
the wording is inaccurate, as in the description of cruisers as 
“hostile” (p. Ill) at a time when Great Britain was neutral. 
Professor’s Smith’s own comments, when long enough, explain 
the documents admirably, and sometimes, e.g. concerning freedom 
of trade on the Zambesi, give the British case much better 
do the documents- Sometimes, however, they are reduced below 
the necessary minimum. Lord Phillimore’s report on the com- 
plicated problems of navigation on the river Plate and its con- 
fluents in time of war (p. 361) would be more intelligible were it 
preceded by fuller explanation. 

In the chapter on Territorial Waters the author is able to 
adopt a singularly attractive method. He gives the question- 
naire addressed by the League of Nations to its member States 
and the British memorandum of the 6th December, 1928, in 
reply ; followed by historical illustrations of the British Govern- 
ment’s attitude on the various questions. The documents reveal 
occasional inconsistencies on the part of Great Britain. Thus 
the memorandum lays down that Great Britain has never 
admitted the right of a State to claim jurisdiction beyond the 
three-mile limit. This was the calm and absolute assumption of 
Ca nnin g in 1826 over the matter of the oyster beds between 
France and the Channel Islands, Yet at times Great Britain 
has tolerated wider claims and her own “ Hovering Acts ” con- 
stituted breaches of the rule and seriously embarrassed H.M. 
Government in its attempts to secure consent to the three-mile 
line. It would indeed be surprising if the British Government 
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had always been perfectly consistent on all q^uestions concerned 
with even one section of a law which was being built up by 
custom. Professor Smith’s readers will be fortified both against 
the assumption that Great Britain has always been right and 
against the view of her as making her own international law 
regardless of the rest of the world. 

They will also look forward with pleasure to the publication 
of further volumes of this most valuable series. 

An eye kept open for minute errors has succeeded in observing 
nothing more serious than the allusion, on p. 110, to “Austria- 
Hungary ” as a belligerent in 1859, eight years before the 
inauguration of the Dual Monarchy; and the misprint of “ his ” 
for “ this ” on p. 33. The grammar of Baron Humboldt’s first 
draft (February 2, 1815) for Article 1 on the navigation of the 
Rhine (p. 302) is confusing; but it is, no doubt, accurately 
quoted, and the meaning is clear. 

R. G. jD. LAFrAK 

Qtteens’ College, 

Cambridge. 

World Reorganisation on Corporative Lines. By Giuseppe 
DB Miohbuls. (liondon: George Allen and Unwin, Ltd. 
Pp. 312. 1935. 10s.) 

This book is written by a distinguished Italian diplomat who 
has had much experience of international economic relations. 
Its title has a propagandist savour, and there are passages in it 
which fulfil this promise ; but in the main it is a reasoned and 
level-headed plea for an extension of the economic activities of 
the League of Nations and the International Labour OfS.ce in 
directions where they have already made some progress. 

Signor de Michelis begins with the postulate that ever more 
public control and co-ordination in the economic field is clearly 
necessary in order to promote the maximum use of resources. 
He justifies this by reference mainly to three facts — ^the tendency 
of uncontrolled private industry to become monopolistic and 
restrictive, and so to conflict with the interests of the consuming 
public ; the growiih of long-period unemployment, which he con- 
nects with rapid technical progress ; and the continued uneven- 
ness in the relative distribution of labour, capital and natural 
resources in different parts of the world. In Italy, he claims, the 
conflict of private industry with the public good has been resolved 
by a corporative organisation of the State ; and so in the inter- 
national sphere the organs of a federation of states must in 
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fiitnire control markets and. organise tlie development of Ibaok- 
ward regions. He then gives a useful survey of the inequalities 
of population densities between Europe and other continents, 
together with an account of the obstacles which have, since the 
War, checked the smoothing out of these inequalities by spon- 
taneous migration. There is also a survey of possible areas of 
colonial settlement and of their present land systems; a dis- 
cussion of the colonial sources of supply of the more important 
raw materials, and of the reasons for the growth of restriction 
schemes which are preventing their full use ; and there is an 
estimate of the possibilities of restarting the flow of capital from 
the “ old to the “ new ” countries, and an account of what is 
already being done by such bodies as the Bank of International 
Settlements, the International Mortgage Credit Company, and 
the International Agricultural Credit Bank. 

The last part of the book, entitled “ Practical Application,” 
is the most interesting. It is mainly a plea for deliberate inter- 
national co-operation for the development of Africa, as a first 
and most promising task. The difi&cidty is that political sove- 
reignty in Africa is largely in the hands of Great Britain and 
France, from which the urge to migration is decreasing, while 
Italy and Germany, which have the necessary men, possess 
small political power. But the author points out that the 
“ satiated ” powers have the necessary capital and export indus- 
tries, which ought to make their interests correlative rather than 
competitive, with those of the others ; and in addition, he argues 
that more abundant white settlement would make possible the 
final abolition of slavery and the mitigation of compulsory 
labour, by which the native population in many parts of Africa 
are still exploited. The difficulty of sovereignty he would meet, 
partly by the extension of the Mandates system, partly by the 
formation of colonial settlement corporations under conditions 
which would permit emigrants to retain their original nationality 
even in a foreign colony. 

The general thesis of this part of the book seems to be that 
existing political sovereignties are quite reconcilable with the 
economic expansion of the whole of Europe, if only there is 
proper organisation by agreement between states. We may fear 
that Signor de Michelis is over-optimistic ; but at the same time 
we must be grateful for the many practical proposals which he 
puts forward and discusses. 

R. F. Bhethebtoist 

Wadham College, 

Oxford. 
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The Trospects of British Trade with the Soviet Union. I 5 . Qd. 
Collectivised Agriculture in the Soviet Union. I 5 . ^d. 

Money, Gold and Brices in the Soviet Union. Is. &d. 

Banking and Credit in the Soviet Union. 3s. 

Press and Publishing in the Soviet Union. Is. Qd. 

(Monographs published, 1934—5, by the School of Slavonic 
Studies, University of London, 40 To 2 Tington Square, 
W.G.l.) 

The purpose of the authors of this series is said to be to 
“ produce something which shall be of use both to the student 
and to the man of affairs.” The Editorial Board responsible 
consists of Mr. Lancelot Lawton, Mir. L. E. Hubbard and Mr. 
S. P. Turin, and it is hoped that monographs will succeed in the 
double purpose of supplying objective infoimation and giving 
answers to “ vital considerations ” arising from the facts elicited. 

Along with all who write to-day about the Soviet Union the 
authors are beset, on the one hand, with the difficulty of describ- 
ing complicated and unfamiliar economic institutions in terms 
which enable the reader to form an intelligent picture of the 
whole ; and, on the other hand, with the insidious elusiveness 
of that objectivity which they so properly seek to attain. The 
measure in which they have overcome these difficulties varies 
considerably as between one monograph and another. 

The first of the series is a straightforward analysis of the 
composition and quantity of Soviet trade, particularly with the 
United Kingdom. The conclusion reached is that the recent 
Trade Agreement should prove workable, and that there is 
scope for a considerable increase in British exports, particularly 
in exports of high-grade machinery and machine tools, to the 
U.S.S.B. By this means it is anticipated that the relatively 
even balance of trade between the two countries, contemplated 
in the later years of the Agreement, may be achieved. The 
author of the monograph indeed goes so far as to express the 
opinion that the prospects of trade with the U.S.S.B. are better 
now than at any previous time. 

The second monograph, on agriculture, is, at least in one 
section, the chief offender in the matter of objectivity. The 
conclusions here reached are that the legal status of the members 
of collective farms is for all practical purpose equivalent to 
bondage ” ; that the taxation imposed on collectivised peasants 
depresses the standard of living to “ the lowest conceivable 
level and that the social and labour conditions on both State 
and collective farms are ‘‘ extremely bad.” These conclusions 
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axe supported, by evidence, drawn ohiefly from tlie Soviet press, 
descxil>liig tiie system of taxation, th.e conditions of member- 
ship of the collective farms, and the method of payment of 
members. While it is not to be disputed that the attempt to 
collectivise agriculture has involved a very heavy cost in waste 
and misery (the author of an earlier part of the same monograph 
has no diffi-oulty in showing the extreme difficulty experienced 
in getting adequate production from the collectives), it is im- 
possible not to feel that the evidence has not, in this case, been 
selected with due impartiality. If the Soviets are to be con- 
victed by their own admissions of failure explicit or implied, 
they should also be allowed the benefit of an examination of 
their no less abundant self-laudations. 

The third monograph gives a short history of Soviet currency 
policy and theories, including the early experiments in a money- 
less economy and a labour unit of value. On the subject of price- 
levels the authors wisely conclude that there are a number of 
differing price-levels in the Soviet Union, and that any attempt 
to estimate the commodity value of the rouble is hopeless. The 
monograph is, however, chiefly interesting for its second section, 
on the gold reserves and gold-mining industry of the Union, 
which contains much valuable material not readily accessible 
elsewhere. The author reaches the conclusion that if Soviet 
statistics are to be relied upon, the reserve of the State Bank 
amounts to some 802 million gold roubles, and the yearly gold 
production to 120 million, rising by about 25 per cent, annually. 

The fomth and fifth monographs, which are bound together, 
grapple with the extremely difficult problem of giving a picture 
of banking and credit arrangements in a planned economy. 
The authors, who give fewer references in this than in most of 
the series, are apparently drawing largely on Soviet decrees 
affecting the banking system. They give detailed particulars 
of the credit relations between socialised enterprises, of the 
various institutions handling long- and short-term credit and of 
the changes introduced by successive and bewildering credit 
reforms. It is perhaps not they, so much as the nature of the 
problem and the inconsequential behaviour of the Soviet authori- 
ties, which should take the blame, if, in the end, the reader is 
unable, even with the most careful attention, to form any coherent 
picture of the working of the system. 

The final paper on Press and Publishing is intelligible and 
useful. It includes accounts of the G-ovemment and Party 
Press, the lower Press,” the organisation of the publishing 
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and bookselling trades and some careful comparisons with other 
countries. 

Barbara Woottoh 

French Import Quotas : a new instrum&nt of Commercial Folicy. 
By !F. A. Haight, M.Sc. (Econ.). (London ; P. S. King & 
Son, Ltd. 1935. Pp. ad + 125. 7^. Qd.) 

Eranoe was the country in which the quota was first intro- 
duced during the slump, and a study of Erenoh policy and Prench 
opinions on the subject was well worth undertaking . 3Mr. Haight, 
by confining himself fairly closely to the problems of Prance and 
avoiding as a rule considerations of a more general character, has 
provided a clear and useful account of the circumstances under 
which the quota policy was formulated and has attempted an 
estimate of its effects on prices and trade. 

Quotas were first imposed on agricultural imports, apparently 
as the result of the flood of such imports in 1931. Subsequently 
they were also imposed on manufactured goods and even on raw 
materials. Thus, starting in the ordinary way as an arrangement 
for protecting a particular group of producers, the system has 
been extended and has inevitably come to be Judged in relation 
to the general monetary problem and to the policy of deflation. 
Does a quota policy help or hinder a country in its endeavour to 
maintain equilibrium on an effective gold standard % 

Mr. Haight suggests that, as far as the balance of trade is 
concerned, quotas may not have had a very beneficial effect. 
The prices paid for foreign goods may rise with a less than propor- 
tionate reduction in the quantities imported; other goods not 
subject to quota may be imported in larger quantities, and thus 
the total payments for imports may increase. On the other hand, 
the extraordinarily high level of Prench domestic prices, which is 
partly the result of this policy, must have an unfavourable effect 
on exports. Prench governments have attacked the general 
problem either by deflationary measures or by efforts directed 
to securing greater freedom of trade, but these efforts ** are to be 
directed chiefly against internal obstructions rather than towards 
the liberation of foreign commerce.” 

The administration of the quota system is fully discussed and 
its difficulties are pointed out. It may be operated through 
import licences or export certificates ; in the former case, importers 
may be required to pay licence fees which, in so fax as they exceed 
the cost of administration, “ provide a means of appropriating 
part of the profits arising from the restrictions.** 
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Further, the quota may be global or divided among the 
exporting countries, unilateral or bilateral (the latter term 
implying only that the quota is fixed after negotiation with 
foreign governments or concerns). These arrangements cut 
right across the field of commercial policy and it is very question- 
able whether they can be reconciled with the most-favoured- 
nation clauses of treaties, hlx. Haight devotes a chapter to 
commercial policy in which he shows that the desire, arising out 
of the depression, to gain fiscal autonomy has been largely achieved 
through the limitation of the most-favoured-nation clause and 
the deconsolidation of duties. He deplores the shift of policy 
towards reciprocal agreements which are based on the pernicious 
principle of balancing trade with individual countries. 

The future of the quota is difficult to foresee. Its disappearance 
seems unlikely; the only alternative suggested is that it will 
be modified in such a way as to fit into a planning ” of foreign 
trade, thereby perhaps achieving a respectability which it at 
present lacks. 

E. Xi. Habgeeaves 

Oriel College, 

Oxford. 

Com/modity Control in the Pacific A.r^ : A Symposium on Recent 
Experience. Edited by W. L. Holl and. (London: George 
Allen and Unwin, Ltd. 1935. Pp. 462. 265 .) 

This book, edited by the Research Secretary of the Institute 
of Pacific Relations, is a good example of the useful work which the 
Institute organises in countries many of which are remote from the 
usual centres of economic information. All the studies are de- 
scriptive of particular control schemes rather than essays in the 
theory of control. The result is a body of useful material rather 
than a theoretical contribution to the study of planned economy. 

There is nothing specifically regional in the control schemes 
described. The Pacific Area is neither a political nor an economic 
region. W^here international economic agreements operate, their 
tentacles reach to the Atlantic rather than across the Pacific, 
Indeed, the controlling brain, if not the heart, of their operations 
is usually in London or in Amsterdam. Most control schemes, 
however, are national. The measures taken to control rice and 
silk in Japan, to establish sugar as a white man’s industry in 
Australia, to regulate exports from Hew Zealand or the natural 
quinine monopoly in Java, have been dictated by national 
considerations. 
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The range and variety of the control experiments in these 
(from an economic point of view) newer countries is at least 
as great as in older lands. As 3Mr. Holland points out, “ the 
first chapter begins with wheat ; the last ends with whales. 
Between these extremes are descriptions of controls exercised 
over a score of everyday commodities, the list of which sounds 
like something the Walrus and the Carpenter might have sung : 
cotton and cheese, cinchona and corn, honey and halibut, pine- 
apples and pigs, rice and rubber, silk and sugar, tea and tin, butter 
and seals, frozen meat and tobacco, kauri gum and salmon.” 

The freshest material for Western economists is probably that 
compiled by Professors Tobata and Mori on the controls of the 
rice and silk markets. Their complexity prompts Professor 
Tobata to remark that ** this problem of expressing a theory in 
concrete figures may yet prove a valuable stimulus to econometrics 
in Japan.” A cynic might comment that the most important 
figures which have so far expressed the theories pursued in most 
control schemes are those which measure the increased public 
debt resulting from the losses incurred. 

Another chapter covering unfamiliar ground is an interesting 
study of the emergency measures to coimteract the depression in 
the Netherlands Indies. The boldness of these measures, like 
those undertaken in the British Dominions, suggests that planning 
is easier where Governments have greater power than in older 
lands where the social and economic structure is more complex 
and rigid. 

More familiar ground is covered by Professor Joseph S. Davis 
in the chapter entitled “ Planned Agricultural Adjustment in the 
United States.” This is an admirable opening for the book, 
describing succinctly and clearly the background and main features 
of the A. A. A. programme. The standard of exposition is well 
kept in the later chaptem. Mr. E. S. Haskell describes the 
“ Stabilisation Operations of the Federal Farm Board ” ; Professor 
H. S. Patton writes of “ The Canadian Wheat Pool in Prosperity 
and Depression ” ; Professor J. B. Brigden of Control in the 
Australian Sugar Industry ” ; Professor Bobert A. Maokay of 
“ International Control of Fisheries in the North Pacific ” ; 
Barnabas Bryan, Jr., of “ Petroleum Control in the United 
States ” ; while Mr. Oliver Lawrence deals with the international 
controls of Rubber and Tin. 

It is very useful to have such excellent statements brought 
together in one handy volume. Shorter statements by Dr. 
Royal N. Chapman on Co-operation in the Hawaiian Pineapple 
No. 180. — ^voL. XLV. 3d 
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Business,” Mr. B. G. Hampton on “ Export Control Boards in 
Hew Zealand ” and Dr, G. L. Wood on Control of Primary- 
Commodities in Australia ” round out the treatment. 

This volume is a by-product of the Institute’s discussions 
of international economic conflict and control in the Pacific 
Area. It seems clear, however, that the “ controls ” are mainly 
national, while they are responsible at least for the aggravation 
of that part of the conflict which is international. It would be 
difficult to improve 3VIr. Holland’s description of most of the 
schemes as “ makeshifts, often devised hastily to meet an emer- 
gency, or to placate a troublesome minority; once established, 
they often perpetuate themselves because they have created some 
new vested interests, which Governments dislike to break up, even 
though the emergency conditions have passed.” Nevertheless, 
there are cases where scattered and individually weak producers 
have improved the efficiency and reduced the costs of production 
and marketing. Among these is the Canadian co-operative 
movement, despite its mistakes and failures. Professor Patton 
concludes that the grain-growers of Western Canada have built 
up under prosperity, and retained under adversity, a producer- 
owned system of grain-handling facilities which will be of sub- 
stantial advantage to its far-flung membership, whatever plan of 
marketing may prevail. The 1660 Pool elevators that dot the 
Canadian prairies and the great Pool terminals that rise over 
Thunder Bay and Burrard Inlet are physical symbols of a co- 
operative faith and solidarity which the world depression has not 
extinguished, but only intensified in the broader struggle for a 
co-operative commonwealth.” 

J. B. COHDLIEEE 

JPrinciples of JkTortgcoge BanTcing Begulation in Europe. By 
Melohiob Palyt. (University of Chicago Press and Cam- 
bridge University Press. 1936. Pp. 38. 2^. 3d.) 

PnoEBSSOE PaIiYT in a monograph which is a model of com- 
pression and lucidity summarises the principles of mortgage 
banking as they have developed on the Continent, and thus 
furnishes a useful addition to the comparatively scanty literature 
in English on the machinery and institutions of the long-term 
investment market. 

The basic feature of the specialised institution, the mortgage 
bank, is the issue of bonds against the security of an underlying 
volume of mortgaged claims and, as Professor Palyi shows, the 
foEowing principles have become traditionally established : — 
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a rigid separation of this class of business from deposit banking 
in order to avoid the dangers involved in the use of short-term 
funds for long-run investment ; equality of bond issue and mort- 
gage credit volume ; genuine synchronisation of the term of the 
bonds and the mortgages ; insistence where practicable upon 
amortisation arrangements. Practice reinforced by legislation 
has provided additional safeguards such as a minimum guarantee 
capital held in sound and liquid form, very conservative valuation 
and strict ratio of lendi n g to this valuation, restriction of loans 
to first mortgages, and exclusion of certain tj^pes of property. 
Where the institutions are private, governments exercise further 
direct or indirect control by supervision of accounts, stipulations 
regarding publicity, and classification of the bonds for trustee 
purposes. 

It is significant of the magnitude of economic fluctuations 
that with all these apparently formidable safeguards applicable 
to mortgage transactions any major depression inevitably in- 
volves State intervention before or after the embattled farmers 
have resisted the sheriff with shotguns. Indeed so incalculable 
is the agrarian side of the business that, as Professor Palyi points 
out, private mortgage banks tend to keep out of this line and 
concentrate on urban property, leaving the agricultural finance 
to governmental institutions which are usually channels of open 
or disguised subsidy, and thus. Professor Palyi might have added, 
render the agricultural situation still more incalculable. In 
respect of urban estate finance it is of interest to Sritish readers 
that the practice in this cmmtry violates one of the fundamental 
principles set out in this paper, namely, avoidance of the use of 
short-term funds for long-run investment. The English building 
societies work largely on short-term deposits and no apprehension 
seems to be aroused on this score. 

Finally, Professor Palyi describes what he conceives to be a 
natural and desirable development, the tendency for this special- 
ised finance to become concentrated in the hands of a few large 
institutions, and he asks whether this tendency should be carried 
generally to the stage of a single monopoly as in France. He is 
suspicious of the monopoly mainly because of the shortcomings 
of State ownership or control and he is obviously impressed by the 
analogous situation of deposit banking in many countries. But it 
is not yet certain whether the ultimate strength of large independ- 
ent financial institutions does not lie in the fact that they are too 
large to let go and in their privilege in a crisis of sending a lugubrious 
deputation to the central authorities drawing attention to this fact. 

3d 2 
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not bear analysis. 

LoTidon School of JEJconomics, 
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which may work but it does 
G. li. SOHWABTZ 


Hegulcotion of the Small Loan Business. By L. DST. BiOBINSOH" and 

Bole Nxtgent. (New York ; Bussell Sage Foundation. 

1935. Pp. 284. $3.) 

This is a final volume summarising a series of research publica- 
tions on the Small Loan Business. Apart from a short historical 
review the material relates to a century’s experience in the XJ.S.A., 
the turning-point of which was the development after 1916 of 
uniform legislation regulating the business. The work has 
interest as a social document on the problem of the unfortunate 
industrial or black-coated worker who in an emergency desires 
to raise any sum ranging up to about $300 on the meagre security 
of a chattel mortgage on furniture, a wage assignment or a simple 
note of hand ; but it also has its general economic interest. It 
shows the necessity for and the economy of specialised institutions 
for this class of transaction which, with another minor if more 
reputable business, instalment finance, lies outside the scope of 
ordinary banking. It also afiords another example of the diffi- 
culties encountered by and arising out of statutory regulation. 
Thus the promoters of the legislation, though actuated almost 
solely by sympathy with the borrowers, were constrained to 
agitate for a permitted rate of interest high enough not to drive 
the bulk of the business underground. Those who were appalled 
by the standard of 48 per cent, per annum for the “ harsh and 
unconscionable ” set up by the British legislation of 1927 on 
money-lending will learn that something like 3^ per cent, per 
month proved a working figure in the XJ.S.A. Legal sanction of 
this maximum resulted in the economy which is undoubtedly 
secured by bringing a surreptitious trade into the open, but the 
authors claim that it secured an additional economy by compelling 
the lenders to be more selective in their operations. No doubt a 
maximum rate, by freezing out the more dubious transactions, 
narrows the indiscriminate spreading of overheads and the 
consequent inter-subsidising of the cases, but the authors do not 
show why the lenders should not have come to practise this 
selectivity themselves. However, this feature of regulation has 
long been a matter of dispute and the authors are on the side of 
those who believe that entrepreneurial efficiency requires the 
occasional prick of legislation. Minimum wage regulation is the 
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stock example. The reader who is impressed by the altruistic 
campaign of the newspapers against a business which must have 
provided some remunerative advertising will find an explanation 
in the middle of the book. Reporters, compositors and pressmen 
were chronic borrowers. 

G. li. Schwartz 

London School of Economics. 

Made in Japan. By Gtjenthee STEm. (Methuen. Rp. x 4- 
206. Is. 6d.) 

This book sets out to explain the rapid growth of Japan’s 
export trade. In particular, it seeks to explain how far, if at 
aU, that success is due to under-pa 3 nnent of workers. State sub- 
sidies, or the depreciation of the yen. This is a bold plan for a 
small book; but it should not be impossible of achievement. 
Mr. Stem’s attempt has failed mainly, I think, because the book 
has apparently been written with the general reader in mind. If 
the various problems are to be solved at all precisely, the prob- 
lems must be precisely formulated. And this last Mr. Stein has 
certainly not done. 

But there is some interesting material. The survey of the 
various products. Western and Oriental, of Japanese industry; 
the picture of typical factories and their masters; the family 
budgets of workers of different grades; and the notes on the 
structure of Japanese industry : all these sections do help us to 
answer our questions. The really interesting points are often 
made quite incidentally. It is not enough to reiterate the paucity 
of natural resources as the explanation of the growth of Japanese 
exports. Greenlanders might equally well breed at the rate of 
a million a year and expect to develop an enormous export trade. 
The fundamental cause of the growth of Japan’s exports has been 
the ability of her people to turn to making goods which the 
world wants in enormous quantities — “ cheap ” manufactures. 
Even wdth this ability, the fall in America’s demand for raw silk 
in the last five years has imposed on Japan’s workers a substan- 
tial fall in the command of their money wages over imported 
goods. 

To some extent this necessity to improve manufactures in 
order to secure a satisfactory standard of living for her rapidly 
increasing population has been recognised in Japan. But the 
authorities appear to have learnt that lesson incompletely. For 
instead of accepting the fact that Japan can live comfortably 
only in a world in which international trade is developed freely. 
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they have concentrated their attention, on assuring for Japanese 
manufacturers a certain supply of raw materials. This attitude 
led to the expensive encouragement of native coal and iron 
production, and, in its latest and most extravagant form, the 
Manchurian adventure. For this policy Mr, Stein has no en- 
thusiasm. He quotes the sarcasm of unofficial Tokyo to the 
effect that ** Manchuria’s most promising raw material is the air 
from which an unlimited quantity of nitrogen can be produced.” 
But in a book of this type lack of enthusiasm is not enough : the 
issue should be clearly put and the fallacies boldly exposed. 

The more immediate economic situation in Japan appears 
to Mr. Stein to be fraught with danger. The Government con- 
tinues to finance its enormous expenditure on armaments by 
sales of bonds to the financial institutions and the public. There 
is no probability of any serious increase in taxation. So long as 
world depression has the effect of depressing Japanese sericulture 
this policy may be possible : indeed it may be saving J apan from 
the worst ev^ of the slump. But given world revival, the 
inflationary elements in the situation might very quickly grow 
out of hand. 

Mr. Stein’s little book shows awareness of these problems, 
and there can be no question that, as a picture of Japan’s business 
life to-day, the book has substantial merit. But there is still 
room for a thorough treatment of the subject, preferably by an 
economist with first-hand knowledge of the country. 

R. S. Sayebs 

London School of JEconomics. 

Modem Production among Bachward Peoples. By I. C. Gbbaves, 
M.A., McGill, Ph.I). (Econ.) London. (George Allen and 
XJnwin, Ltd. 1936. Pp. 226. lO^. 6d.) 

Akyone who has attempted to study the problems of adjust- 
ment which arise when a backward people is brought suddenly 
into the sphere of the modern productive system cannot fail to be 
aware of the shortage of books dealing with these more dynamic 
aspects of the economics of primitive peoples. Such general 
studies as exist approach the subject mainly from the static, 
classificatory, angle. Miss Greaves’ book is therefore especially 
welcome. It was written as a Doctorate thesis of the University 
of London, and like most such works it suffers at points from 
digressions more calculated to impress an examiner than to interest 
a reader. But these lapses into the Jargon of economics and 
sociology are rare and do not seriously detract from its interest. 
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The title of the book is, however, a trifle misleading, as Miss 
Greaves has deliberately confined herself to problems of agri- 
cultural production. This is, I think, to be regretted, as the 
similarities between the problems of the mining and of the 
plantation recruitment of labour are sufficiently great for their 
differences to be interesting. 

Miss Greaves’ argument, put briefly, is this : — The distinction 
between backward and advanced peoples arises from d iff erences in 
the proportions of the factors of production, and in particular in 
the proportions of labour and capital. “ A primitive system is . 
one in which the relative deficiency of capital keeps the productive 
process direct, or from hand-to-mouth, and there is little special- 
ised production for exchange and hence only limited and clumsy 
media of exchange.” ^ “ All modern improvements in the tropics 

derive from the introduction of capital in some form,” ^ and 
“ The fact that primitive economics do experience long periods 
of continuity undisturbed by forces of reorganisation and change 
must be regarded primarily as evidence not of their incompetence 
in utilising their resoxurees to achieve desired ends, but of the 
satisfactory adjustment to this purpose of the fixed proportion of 
factors at their disposal.” ® If I am right in supposing her to 
mean that an existing equilibrium is disturbed by the introduction 
of foreign capital, and by that alone, I think her argument here is 
open to dispute. 

The introduction of more roundabout, capitalistic, methods of 
production is a consequence of the combination of knowledge of a 
better technique and of labour available to construct the capital 
equipment. To say that the existing equilibrium is due to lack 
of capital must imply either that no labour is available to con- 
struct such equipment (or to obtain it indirectly by producing 
goods for exchange), or that knowledge and organising ability are 
lacking. It is possible to conceive of a people so poor that the 
whole of its normal activity is barely sufficient to provide its 
current needs by continuous work. But that is not, I think, a 
state of affairs typical of a backward people. In India and in 
parts of Africa it is certainly the case that the act of cultivation 
occupies only a part of the time of the cultivator. There is a 
large measure of unemployment which in present conditions finds 
its outlet in a volume of leisure which might, granted better 
organisation, be gladly exchanged for additional material goods. 
The deficiency here is not that of available labour but of available 
knowledge of technique or of available organising ability, and 
^ Vide p. 40. ^ Vide p. 58. ^ Vide p. 55. 



770 


THB ECOKOMIO JOTJUNAL 


[dec. 


disequilibrium may arise from new knowledge (if not rendered 
abortive by tradition or conservatism) as easily as jErom the 
introduction of supplies of foreign capital. 

The supply of labour available to create capital goods has been 
augmented by another change to which I think Miss Greaves has 
possibly attached insufficient importance. Before the various 
imperialist Powers obtained control over these backward peoples, 
the division of labour between the sexes was as a rule dictated by 
the fact that the men were primarily warriors, available only for 
certain seasonal activities in cultivation. The routine work of 
cultivation fell in many cases to the women. The imposition of 
peace has left the male sex relatively under-employed. In certain 
African tribes there has, I think, been some readjustment during 
the last generation, more particularly where the technique of 
cultivation has itself changed. But it is easy to exaggerate the 
** opportunity cost ” of men working away from home for short 
periods during the former fighting season. In some cases those 
men who stay at home can without serious difficulty perform 
the seasonal tasks of relatives who are away even for longer 
periods without substantial damage to the community. It is 
when the proportion of men absent becomes excessive that 
serious harm to existing institutions is caused. 

This consideration ought, I think, to weigh also in another 
connection. Miss Greaves has rightly drawn attention to the 
influence of taxation in forcing men to go out to work for wages. 
Most persons would now deprecate the imposition of taxation on a 
scale which the reasonable financial needs of the territory do not 
demand. But even the lowest level of taxation required to main- 
tain a skeleton administration and the barest minimum of medical 
and educational services may produce the same efiect. What has, 
in fact, happened over large areas of Africa is that the obligation 
on the man to go out and earn tax-money to maintain the peace- 
giving administration has taken the place of the earlier duty to 
give m i l itary service. It is, in a sense, a change of form rather 
than a new imposition, though it can hardly fail to be in some 
measure disruptive of the earlier tribal organisation. 

Miss Greaves ends with a most interesting discussion of 
the factors which decide whether a given crop shall be pro- 
duced by estate production or by peasant cultivation. She 
concludes, when all is said, that economic forces are often less 
important than historical ones. She suggests that the inelasticity 
of supply of native growers has frequently been exaggerated. 
Where a native grower can revert from cash crops to subsistence 
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agrieultTire, a fall of price may lead him to abandon the cash crop 
earlier than will the estate. The signs, as she reads them, are of 
the relative decline of forms of production based on the simple 
wage labour of the more backward peoples and the growth of 
those systems in which the native is a free agent, producing his 
own crop in his own way, to be processed where necessary in a 
factory erected and controlled by foreign capital, but having an 
interest, either as metayer or as producer, in the price and the 
profits of the final product. 

Austin Robinson 

Sidney Sussex College, Cambridge. 

Industrial Organisation in India. By P. S. Lokanathan, Reader 
in Economics in the University of Madras. (London : George 
Allen and Unwin, Ltd. 1935. Pp. 413. los.) 

It often happens that for a period books upon some subject 
take an almost standard form and a practised reviewer could 
reconstruct the representative book and almost forecast the page 
upon which some given problem will be handled. Then someone 
breaks away, and to the infinite relief of the reader writes a book 
that is different. Of no subject has this been more true than of 
India, whether the problems handled were those of politics or of 
economics. But Ur. Lokanathan has achieved the triumph 
of "writing a book that is different. His book is a product of real 
research, and deals in first-rate fashion with real problems. At 
the end of twenty pages he is breaking fresh ground with a most 
interesting discussion of the problem of the Managing Agent, 
British or Indian, the formation of Managing Agency Eirms, 
and their remuneration. He has collected some extremely 
interesting information regarding the holdings of these firms and 
the part that they have played in company promotion. 

He proceeds next to problems of the localisation of industry 
in India, and the size of industrial units, and discusses in some 
detail the various factors that have influenced the location and 
the scale, amongst others, of the Indian cotton industry, and the 
at present small iron and steel industry. Prom these problems 
he returns to capital raising and the relation of the Managing 
Agents to industrial finance, and, apart from a short chapter 
upon wages and standards of living, ends upon this theme of the 
effects of the Managing Agency System, its cost and efficiency 
and its influence on Industrial organisation. 

The book is throughout well documented, and, though he is 
perfectly at home in dealing "with the more theoretical a^ects 
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of such, problems as he encounters. Dr. Dokanathan gives one 
always the impression of having his feet jSrmly planted upon the 
solid ground of fact. One reader at least put the book down with 
a feeling that he had for almost the first time read something on 
Tr><^ia.n economic problems which attempted to answer the questions 
that he had always himself wanted to ask, and which answered 
them extremely well. 

AusTEsr RoBii!rso3sr 

Sidney Sussex College, Cambridge. 


His Majesty the President : a Study of Constitutional Hrazil. 

By Bbitest Hamblooh. (Pp- 262. IO 5 . 6d.) 

Brazil : a Study of Economic Types. By J. B. Nobmano. 

(University of North Carolina Press. Pp. xii +264. $3.00.) 

Few people know much about Brazil, not excepting the many 
investors who are looking so anxiously at their capital and 
wondering what will happen to it. This is rather astounding 
considering the amount of British capital invested in Brazil. 
For those seeking knowledge Mx. Hambloch’s book will be a 
brilliant and depressing study. Brilliant both because of its 
masterly analysis of the political system as it is on paper and 
in actual fact, and also because of its style : depressing because 
of what it reveals — ^a system so corrupt and divorced from the 
decencies of governmental life as to make one wonder if there 
is any hope of better things. 

Students of South American history and politics have long 
known what value to attach to republican democracy as found in 
that part of the world, while the wider public have a general 
idea that there is not much real democracy. Few, however, will 
have read so careful and detailed a study which reveals a corrupt- 
ness and ineptitude beyond belief. 

The only criticism one can bring against the author — ^who is 
excellently qualified to write on the subject by long residence 
in the country — is that he seems constantly to express surprise, 
or at least to imply it, at what he reveals and further to seem 
to believe that, perhaps, something can be done about it. 
Personally one is pessimistic, but here one must bow to long 
knowledge which the author has of the people of the country, 
for it is evident that he not only likes them but believes in their 
capacity ultimately to create and work a decent and efficient 
governmental system. The task indeed seems hopeless, as the 
long regime of corruptness and jobbery has not only created 
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a mass of vested interests but has almost completely corrupted 
both the rulers and the ruled. As the writer shows, revolution 
only puts into office another set of place-seekers with ideals on 
a par with those whom they have displaced. 

Having viewed the political background one can hardly be 
astonished at the economic development or lack of development 
of the country, and so one is prepared for Air. Normano’s study, 
which does not pretend to be exhaustive. 

Though largely economic there is a certain romantic appeal 
and approach. The ** Moving Frontier ” has gone slightly to the 
author’s head in Chapters I and III, so that the superlative is 
rather in evidence, while the generalisations are very broad but 
not too deep. In contrast, however, there is an exceedingly 
useful chapter on Brazil’s leading products, which, in addition 
to giving their present-day position, sketches briefly their growth 
and relative decline in world trade. This is well documented. 

A chapter each is devoted to Public Finance and to Currency 
and Banking. These are of considerable length and give much 
detail. In themselves they are interesting, though they make 
depressing reading. Put briefly they are the history of in- 
competence and ineptitude if nothing worse. In his last chapter 
the author seeks an explanation for Brazil’s continuous economic 
failure in ^ite of great possibilities. He, too, believes it to be 
due to a thoroughly bad political system, though he does not 
develop the theme and fails to emphasise enough the human 
cause. He merely notes that there is a “ lack of coincidence ” 
between economic and political Brazil : between the economic 
and financial policies of the individual States and the Federal 
Government : between the various regions within the States. 
But after all this is no final explanation. The fundamental 
factor is the human one. The Brazilian has failed to achieve 
a good political system for the same reason that the Spaniard 
has failed to do so. Given this human failure there is no need 
to suggest anything else. When and if the human factor can 
discipline itself or be disciplined, then economic progress will be 
made and stability achieved. As it is the country gets along chiefly 
because of its vast resources. Finally, there is a criticism of the 
Niemeyer Beport, which is somewhat severely handled. In this 
the author has much to say that is well founded, as no financial 
reconstruction can help Brazil so long as the economic and political 
foundations are rotten. Itinerant experts are often dangerous. 

W. S. Thatohbe. 


Gambridge. 
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Railway Nationalisation in Canada. The problem of the National 
Railways. By Besbie T. FoxnaisnER, M.A., Ph.I). (Toronto : 
The Macmillan Company of Canada, Bimited. 1935. Pp, 
358. 155.) 

What relationship should exist between elected governments 
and those responsible for the development and operation of 
railways 1 It is because this question is still a matter of debate 
and uncertainty in many parts of the world that this book 
deserves our special attention. For it is a detailed and authorita- 
tive account of the development of that part of Canada’s railway 
system which eventually became the Canadian National Railway, 
with special reference to the Dominion Government’s participation 
in that development. In many ways it is just the sort of survey 
that is wanted, if we are to learn anything from past experience 
in this matter. 

The outstanding feature of this participation seems to have 
been the persistent aiding and abetting of railway construction 
and development far beyond that point at which the properties 
themselves could earn the anticipated rates of interest on the 
investments made. As the author tells us, speaking of pre-War 
developments, “ Without enabling legislation, and the extension 
of Government credit from which all received their essential 
support, the companies could not have expanded and over-built ” 
(p. 56). Coming to the post-War era, as if the dangers of over- 
investment in railwavs had never been heard of, the Dominion 
Government once again became a party to an altogether unjustified 
degree of expansion. Then came the Great Depression. What a 
crash ! If parliamentary control ever was thought to be a 
safeguard against those errors of optimism usually associated with 
capitalist enterprise, this case at least lends weight to a contrary 
view. 

It is only when the author, in his final chapters, proceeds to 
interpret these eventualities, with a view to formulating policy, 
that he exposes himself to criticism. Not that he is necessarily 
wrong in his unqualified advocacy of the complete financial and 
administrative unification of the Canadian National and her 
rival sister the Canadian Pacific. But it is the logic by which 
he reaches that conclusion that appears to be so dubious. Briefly 
it is this. In the past there has been Tonremunerative investment 
on a colossal scale. There have also been two great railway 
systems competing with one another. The former fact is due 
to the latter. Therefore, in order to prevent a repetition of 
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such waste, the number of railways must be reduced from two 
to one. But does this argument really stand a careful examin- 
ation ? I think not. The widely held view that because 
there are two railways competing with one another, one or other 
of them is obliged to undertake wasteful operations is, generally 
speaking, quite erroneous. Because the Canadian Pacific already 
provided a high standard of passenger service between two given 
points, there was no reason w^hy the Canadian ^^ational need 
have done so too. The fact that the Canadian Pacific Railway 
was already operating within the Dominion was no justification 
for a financially unsoimd policy of expansion and duplication on 
the part of the Canadian National Railway. On the contrary, 
the very existence of the C.P.R. should have been a signal to the 
C.N.R, for caution. It would seem to be due to the author’s 
failure to grasp this that leads him too lightly to dismiss an alter- 
native to complete unification, i.e. the imposition of a prudent 
administration over the Canadian National, free from political 
pressure to over-spend. It is to be deplored that Professor 
Poumier has not handled this issue wdth that absolute precision 
and clarity that the problem demands. 

G. J. POHSOHBV 

London School of Economics. 

Wheat and the A.A.A. By J, S. Davis. (Washington : The 
Brookings Institution. 1935. Pp. xvii + 468. $3.00.) 

The Brookings Institution deserves credit for turning so much 
of the abundant self-consciousness of the American economy into 
careful introspection. Keeping close behind their hurrying 
legislators the Institution is now publishing a six-volume series 
of books describing and analysing various sections of the Agri- 
cultural Adjustment Act and its administration, “ on a basis as 
nearly scientific as could be made.” A high standard has been 
set in this first volume by Dr. Davis, whose excellent work in 

Wheat Studies ” is well known to all interested in this field. 
Dr. Davis’ exposition of what has been done and proposed up to 
April 1935 and his analysis of the effects of these measures is of 
value not only to those interested in wheat but also to students of 
economic “ planning ” or “ adjustment ” under capitalism. 

In the preliminary chapter the development of the American 
wheat situation is traced, from the great stimulus given to pro- 
duction by war-time prices, through the slow expansion of the 
’twenties, up to the stalemate of depression and drought. Against 
this background are set forth the evolution, the philosophy ” 
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and provisions of the wheat sections of the Act and their admini- 
stration. This outline completed, Dr. Davis fills in details of the 
interesting efforts to use voluntary contracts as a means of 
government control of production. Official expectations were 
somewhat disappointed, he tells us, because only about one-third 
of the eligible wheat-growers, farming about 80 per cent, of the 
normal acreage, however, contracted to reduce their acreage in 
1934 and 1935 in return for benefit payments of 29 cents a bushel 
on 54 per cent, of their previous annual production. These 
payments formed 26 per cent, of the farmers’ total cash income 
from wheat in each of these two years of operation. The pro- 
cessing tax on flour to pay these benefits is shown to have been 
accompanied by a more than proportional increase in bread prices. 
Apparently these exceptionally regressive taxes, added to a 
previous tax structure now officially considered too regressive, 
were the only ones thought politically feasible. Dr. Davis 
considers that the minor parts of the programme, including 
regulation of grain exchanges, a “ code ” for milling, and small 
** stabilisation ” purchases for relief distribution, have had little 
if any effect on grain price-levels. In a carefully worked out 
analysis of the export subsidy he shows its benefits were much less 
than commonly thought. A chapter on the ill-fated International 
Agreement contains a good description of its evolution and 
breakdown and apparently strives not to blame Argentina for the 
failure. Turther light is still needed on the real reasons pre- 
venting an international control of exports, about which Dr. 
Davis is quite pessimistic. He estimates that the A.A.A. pro- 
gramme probably caused a reduction of 5 per cent, or 6 per cent, 
in 1934 acreage, and of 2 per cent, or 3 per cent, in flour con- 
sumption, while its total effect on wheat prices was probably to 
hold the average not more than 2 or 3 cents above what it would 
otherwise have been in 1933—4, and less the next year. Dr. Davis 
admits the inconclusive nature of the evidence for these estimates, 
but, unfortunately for the economist, does not indicate his method 
of isolating the effects of the Act. 

The “ contributions toward appraisal,” though paying a 
tribute to the skill and effort of the administration, generally 
suggest that the *' experiment ” is not worth continuing, at 
least in the form now contemplated. The benefit to farmers 
and farm com m unities is granted, but Dr. Davis does not fall 
victim to the aU too common fallacy that raising wheat prices will 
assist general recovery. Nor does he subscribe to the parity ” 
school of price adjustment, which he says often confuses 
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just prices with “ normal ** prices, and overlooks the probable 
reduction of both of these for wheat since the pre-war base period. 
He favours, not complete laissez-faire but only the minimum of 
interference necessary to assist and quicken the cruelly slow process 
of economic adjustment. Unfortunately, Ur. Uavis discusses 
this absorbing matter all too briefly. Indeed in general the book 
does not describe the fundamental economic problems of the 
wheat producer and the alternatives facing him, and therefore 
we are unable to see in what direction the farmer should be 
helped to turn. Perhaps this will appear in later volumes of the 
series. In the meantime the farmer continues to suffer from the 
general depression which has rendered this, like most other 
problems of adjustment, doubly difflcult and made expedient 
measures whose permanent retention would certainly impede 
economic efflciency. 

R. B. Brvce 

Cambridge, Mass. 

Proceedings of the Third International Co^iference of Agricultural 
Economists. (London : Oxford University Press, Humphrey 
Milford. Pp. 498. 17s. 6d.) 

This volume, which is the third of the Proceedings of the 
International Conference of Agricultural Economists, will have 
a more direct appeal to economists who are not professional 
agricultural economists than its two predecessors. In the 
Proceedings of the first International Cordference of Agricultural 
Economists, held in August 1929, the main emphasis was laid on 
the technical problems of research. In the Proceedings of the 
second Conference the scope of the discussions was much wider, 
but the bulk of the space was taken up with technique of research. 
At the third Conference, however, held in August 1934, the gravity 
of world conditions caused the organisers to omit from the pro- 
gramme all questions of research methods, so that the Conference 
could devote its whole time to a study of national policies and 
their interaction, and to the international problems which result. 
Many of the problems thus considered are general, and not 
specifically agricultural; emphasis, however, is laid throughout 
on their agricultxural implications. 

The third Conference was held in Germany, and the proceedings 
begin with a description of German agriculture by Professor 
Z5mer, and with a clear summary of the course and causes of the 
world economic crisis by Ur. Sering. In this introduction to the 
subject-matter of the Conference Ur. Sering first states the argu- 
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ment — ^to be reiterated by most of the other German speakers — 
that the economic crisis was the result of the non-productive 
debts which Germany was forced to pay as the result of the 
Peace Treaty, and of capital anarchy, with its planless lending and 
withdrawal of loans. 

It is impossible in the space of this review to list all the papers 
included in the Proceedings. They fall into four main sections. 
The first deals with national agricultural problems in eleven 
countries, — Great Britain, Switzerland, Germany, Italy, Holland, 
Bulgaria, Riumania, Yugoslavia, British India, Canada, and the 
United States, — with special emphasis on the development of a 
planned economy. The descriptions are inevitably brief, and in 
some cases presented in too general a form to be of value to those 
who are not familiar -with the policies of the countries in question. 
None the less this section makes possible some highly interesting 
comparisons of the methods and degrees of planning adopted by 
the different Governments. 

The second section is concerned with the two extreme t3rpes of 
farm organisation, the family or peasant farm, and the collective 
or state farm. It includes, besides descriptions of the family- 
farm system in Italy and Norway, and of collective farming in 
Russia, analyses of the social and economic merits of the two 
systems. 

The third section deals with the outlook for world population, 
and its effect on agriculture. Br. Whelpton provides a useful 
summary and criticism of the existing estimates of future popula- 
tion, and stresses that the rate of growth of population is declining, 
and will cease. Br. Baker gives much valuable material in his 
lucid analysis of the relationship, in the United States, of the 
trend in population to the depletion of the natural resources of 
the food supply. 

The final section deals with international problems, mostly 
of a general nature, and with their bearing on agriculture. The 
monetary problem is first discussed; Br. Warren emphasises 
once again the effects of a variable price-level and the advantages 
of reflation in the United States; Br. Schumacher defends the 
gold standard, and criticises the policy of devaluation, and 
Br. Bijt proposes to stabilise the general price-level through the 
international valorisation of wheat, sugar, cotton, coffee and rubber. 
Br. Schacht, the President of the Reichsbank, and German 
Minister of Economies, in a well-documented and arresting paper, 
attributes the world crisis and the failure of incipient signs of 
recovery to the German debt problem, together with restrictions 
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on Gterman exports to other countries. Mr. Enfield provides a 
valuable analysis of the interactions of international debts, 
restrictions on trade, and monetary policies. 

The problem of trade agreements is next taken up, from the 
point of view of bilateral trade agreements and of regional pacts. 

Einally, analyses are given of attempts to plan internationally 
supply and production. Mr. E. M. H. Lloyd provides a useful 
summary of the international schemes for regulating supply which 
existed in 1934, and a striking defence of restrictions. Dr. H. C. 
Taylor urges economists to attempt to ascertain comparative 
advantages in production of the various countries and to present 
the facts in such foimi that the economic vision of the negotiators 
of international agreements may be clear, accurate, and com- 
prehensive.” Such, he considers, is the task of economists in the 
international planning of agricultural production. 

The papers collected in these Proceedings should prove of 
interest in two ways. Eirst, they summarise a large amount of 
useful information, which is not readily available elsewhere. 
The method of arrangement of the volume makes it particularly 
easy to find this information. Secondly, they give some idea 
of the attitude towards agriculture and towards economic policy 
generally of the agricultural economists present from the different 
countries. Those interested in the present German mentality 
are recommended to read the German contributions, 

EiUth Cohbn 

Agricultural Economics Research Institute, 

Oxford. 
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NOTES AND MEMOEAISTDA 

The Ameitdbd TJ.S. Febebal Reseeve Law : 

The Bajstktkq Act oe 1935 

§ 1. The American Banking Act of 1935, passed last August, 
efEeots far-reaching revision of Federal Reserve Law. In its 
final form it represents a compromise between the “ radicalism ” 
of Governor Eccles, as embodied in the House bill, and the strict 
orthodoxy of Senator Carter Glass, who was responsible for the 
considerable modification of the latter by the Senate Committee. 
The purpose of this note is to supplement and bring up to date 
my article on the subject in the Economic JoTmisrAXi of June 
1935- That article summarised the bill as it stood on leaving 
the House but before going through the Senate. What was said 
there still remains true for the most part, and only the subse- 
quent changes in the bill need be noted here. In discussing 
them, reference will be chiefly to § 6 {Analysis of Provisions) 
of the article referred to above. 

§ 2. Deposit Insurance and JSIembersKip in the Federal Deserve 
System. (Cf. § 3 of article.) The temporary deposit insurance 
law expiring August 31, insuring bank deposits fully up to $5,000, 
is made permanent- As in the House bill, the assessment is 
levied upon the total deposits of participating banks, but the 
rate is changed, as a result of Senate amendment, from one- 
eighth of one per cent, to one-twelfth, many bankers having 
charged that the higher figure would be prohibitive. It is 
estimated that not less than 95 per cent, of the nation’s depositors 
will be fully insured and nearly half of total deposits protected. 

The Act repeals existing law req^uiring all State non-member 
banks to become members of the Federal Reserve System by 
Jiily 1» 1937, as a condition precedent to participation in the 
benefits of deposit insurance. Instead, only State banks with 
average deposits of over one million dollars are required to join, 
and even so the provision does not become operative July 1 , 

1942. It thus relaxes existing law by allowing more than 6,500 
State non-member banks with deposits of less than a million to 
continue their insured status without joining the Reserve System. 
To this extent the original bill’s object of eventually forcing all 
commercial banks into the System is weakened. Here the House 
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and the opponents of unified banking regulation scored a partial 
victory over the Senate for provincialism and for preserving a 
dual banking system. 

§ 3. Federal Reserve Ranh Governors. (Cf. § 6 a of article.) 
The House bill merged the offices of Governor and Chairman of 
the Board of Directors of the Federal Heserve Banks and made 
these appointments subject to the approval of the Heserve 
Board every three years. The Act embodies the Senate amend- 
ment providing for the appointment of a President and a First 
Vice-President of each bank to serve as its chief executive officers 
for five-year terms, the appointments being subject to the approval 
of the Board of Governors of the Federal Deserve System (which 
is the new name for the Federal Reserve Board). 

§ 4. Federal Reserve Board. (Cf. § 5 and 6 6 of article.) The 
House bill included a requirement that members of the Federal 
Reserve Board should be well qualified by education or experi- 
ence to participate in the formulation of national economic and 
monetary policies. This was to be in lieu of the provision of 
existing law that in selecting members the President should 
have due regard to a fair representation of the financial, agri- 
cultural, industrial and commercial interests and geographic 
divisions of the country. The Act eliminates the House require- 
ment and restores the original provision. 

The House bill had provided that the term of the Governor 
of the Board should be at the pleasure of the President. Senate 
amendment eliminated this section of the bill and substituted 
the following provisions for the organisation and membership of 
the Board. 

The Federal Reserve Board is to be known henceforth as the 
Board of Governors of the Federal Reserve System, the titles of 
Governor and Vice-Governor being changed to Chairman and 
Vice-Chairman. This Board is to consist of seven members 
appointed by the President subject to Senatorial approval (instead 
of six appointive and two ex-officio members, as hitherto) for 
terms of 14 years and not eligible for reappointment. It should 
be noted that the Secretary of the Treasury and the Comptroller 
of the Currency cease to be ex-officio members of the Board. 
These provisions were inserted by the Senate Committee in 
order to increase the Board’s freedom from political influence. 
The President is to select the Chairman and Vice-Chairman to 
serve for four-year terms. The change in organisation is to take 
eflect on February 1, 1936, when President Roosevelt will be 
able to name an entirely new Board. 


3 B 2 
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At» interesting provision is tiie requirement that the Board 
keep a complete record of the action taken by it and by the 
Federal Open-Market Committee upon all questions of policy 
relating to open-market operations and other questions of policy 
determined by it, together with votes and the reasons under- 
l 3 dng action, the records to be included in the Board’s annual 
reports to Congress. The provision in the House bill expressly 
imposing upon the Board the duty of exercising such powers as 
it possessed of promoting business stability was, however, 
struck out by the Senate Committee, and is omitted from the 
Act. 

§ 5. Open-Marhet Operations and Discount Rates. (Cf. § 6 c of 
article.) The House bill had proposed to centralise control 
over open-market operations and discount policy by vesting 
power and responsibility in the Federal Heserve Board, subject 
only to the obligation that the latter consult an Open-Market 
Advisory Committee of five governors of Federal Beserve Banks 
without voting rights. The Act provides for a Federal Open- 
Market Committee, with authority to compel compliance on 
the part of Reserve Baiaks, consisting of the seven members of 
the Board of Governors of the Federal Reserve System and five 
representatives of the Federal Reserve Banks to be selected 
annually by regions by the latter- Thus the Board has a maj ority 
on the Committee. Control over the System’s open-market 
operations by the administration of the day is, however, subject 
to the limitation of the Board members’ long tenure of office. 
But the freedom of action hitherto enjoyed by the individual 
Reserve Banks and their power to nullify policies initiated by the 
Board, with the resultant diffusion of responsibility, are brought 
to an end, though the power of the Board is less than in the 
House bill by reason of the presence on the Open-Market Com- 
mittee of the five additional members representing the Reserve 
Banks. A significant alteration in the Act, as compared with 
the House bill, is the provision that purchases of Government 
securities for the Reserve Banks may be made only in the open 
market, and not directly from the Treasury, as they could have 
been under the House biU. Those responsible for the insertion 
of this provision felt that permission to purchase securities direct 
from the Treasury might result in schemes to finance Govern- 
ment through these transactions. Under Reserve Board approval, 
rediscount rates may continue to be changed as before, but they 
must be stated every fourteen days, or oftener if required by the 
Board, which can disapprove the proposed rates and alter them. 
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The House bill had given the Board full authority to establish 
the rates, "with their operation mandatory. 

§ 6 . Rediscounting and Collateral Requirements. (Cf- § 6 of 
article.) The House bill had scrapped the eligibility provisions 
for rediscounting by and advances to member banks, and had 
made any sound asset of a member bank eligible for discount at 
a Reserve Bank at the discretion of the Board. In the Act this 
is altered. Reserve Banks may make loans to member banks 
on paper otherwise described as ineligible, but subject to the 
provision that they shall be for not more than four months and 
that a penalty in the way of interest be added of not less than 
one-half of one per cent. Eligible paper would not, however, 
have to be first exhausted before loans could be made on the 
other class. 

§ 7. Federal Reserve Notes. (Cf. § 6 c of article.) The House 
bill, though retaining the 40 per cent, backing in gold certificates 
for Federal Reserve Notes, had proposed to repeal the require- 
ment that they be secured by the specific pledge of collateral. 
This provision was eliminated by the Senate Committee and is 
omitted from the Act. 

§ 8. Member Ranh Reserve Requirements. (Cf. § 6 / of article.) 
The House bill had given the Federal Reserve Board power to 
vary the statutory reserve reqxiirements of member banks (of 
7, 10 and 13 per cent, against deposits), as a weapon to reinforce 
open-market operations. In the Act, as a result of Senate amend- 
ment, the limitation is added that reserve requirements may not 
be revised upward to more than twice their existing level, nor 
downward at all. 

§ 9. Real Estate Loans. (Cf. § 6 gr of article.) The House 
bill had permitted National banks to grant loans on real estate 
on conditions to be determined at the discretion of the Reserve 
Board, on an amortised basis, provided that the amount of any 
such loan did not exceed 60 per cent, of the appraised value of 
the real estate nor their aggregate amount 100 per cent, of the 
capital and surplus of the bank or 60 per cent, of its time and 
savings deposits, whichever was greater. In the Act this section 
is changed as follows : the provisions authorising the Federal 
Reserve Board to prescribe the conditions under which such 
loans may be made is eliminated ; loans may not exceed 60 per 
cent, of the appraised value of the real estate offered as security 
and are limited to five years, except that if the loan is secured 
by an amortised mortgage providing for 40 per cent, retirement 
in ten years, the loan may be made up to 60 per cent, of the 
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appraised value over a ten-year term ; but tbe provision is 
retained respecting the aggregate amount of real estate loans 
which may be made. 

§ 10. Interlocking Bank Directorships. An interesting pro- 
vision relating to member banks inserted by the Senate Com- 
mittee is that, except in certain enumerated cases, bankers may 
serve simultaneously as directors, officers or employees of not 
more than two banks, and even so only when allowed by regula- 
tions of the Reserve Board. The operation of this provision is, 
however, suspended until February 1, 1939. 

§ 11. General Nature of the Changes. The modifications noted 
above in the Banking bill since it left the House are readily seen 
to have all been in the direction of lessening the power it gave 
the Government over the Reserve Board, and the Board over 
the Reserve System and the nation’s banking structure. Thanks 
chiefly to Senator Glass, implacable foe of Government domina- 
tion of banking and paladin of traditional “ sound money ” 
views, the more advanced proposals of Governor E coles for 
centralised control have been somewhat hedged about with 
certain supposed safeguards of independence. How the law will 
work in practice must depend very largely upon how it is adminis- 
tered, and not least upon the President’s appointments to the 
new Board of Governors of the Reserve System. This much 
can be said : the new Act, even with its modifications, places 
far greater power in the hands of the new Reserve Board than the 
old one ever possessed. It reflects a central banking outlook 
considerably removed from that which inspired the original 
Federal Reserve Act, represents a substantial advance towards 
centralisation, and renders the Reserve System a far less autono- 
mous and automatically functioning mechanism than it was 
originally intended to be — even if it does represent no great 
departure from the actual practice of recent years. 

A. D. Gayer 


Columbia University, New York. 


A Tentative Method of Estimating Net 
Farm: Incomes 

An article ^ in a recent issue of the Economic Journal 
illustrated that variations in the official price index of agri- 
cultural commodities do not necessarily imply corresponding 

^ ** Recent Changes in the Physical Output of Arable Farms.” R. McG. Cars- 
law and P. E. Graves. Vol. XLV, p. 106, 
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clianges in either the gross or the net incomes of farmers. The 
difficulty of establishing an index for these latter is great, and 
the result of any tentative computations must be questionable 
unless there is corroborative evidence as to their accuracy. But 
a survey of farming conditions in the Eastern Counties, under- 
taken by the Cambridge Department of Agriculture during each 
of the three years 1931—33, affords certain useful data, as -well 
as an opportunity for testing methods of estimation. The pur- 
pose of this article is to describe a system of computation which 
has apparently given fairly satisfactory result®. These surveys 
covered 1,000 farms of 20 acres or more in each year, and the 
sampling was sufficiently scattered to ensure that the results 
would be reasonably representative of the six counties of INTorfolk,- 
Suffolk, Essex, Cambridge (excl. the Isle of Ely), Hertford and 
Huntingdon. 

The basic data required consist of the average amount and 
composition of the gross income and expenditure on farms in 
the area for a given year. Table I gives this material as ascer- 
tained in the Eastern Counties’ survey for 1931. 


Table I 


Gross Income. 

Gross Charges- 

Per Parm. £1,011. 

Per Farm. £1,003. 

Item. 

Composition . 
(%) 

Item. 

Composition. 

(%) 

Dairy produce 

23-8 

Dabour 

35-7 

Homed stock 

16-3 

Feeding stuffs 

16-7 

Pigs .... 

11-2 

Xiive-stock . 

13-7 

Eggs .... 

7-0 

Hent .... 

13-5 

Skeep and wool - 

6-0 

Seeds 

2-8 

Poultry 

4-2 

Fertilisers . 

2-8 

Barley 

7-9 

Miscellaneous 

14-8 

Wheat 

5-3 



Sugar beet . 

4-7 



Potatoes 

3-8 



Hay .... 

1-9 



Oats .... 

0-7 



Peas and beans . 

0-6 



Other crops 

4-1 



Miscellaneous 

2-5 



Gross income 

100-0 

Gross charges 

100-0 


The principle of the method is to ascertain changes from the 
basic period in the prices and cost® as well as in the quantities 
of material produced and consumed, and to link these together 
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by a system of weighting in which the ifigures in Table I are 
incorporated. 

An index (1931 = 100) was“first prepared for every item of 
production ; crop areas of each county were multiplied by their 
yield per acre for each year, while the number of each type of 
live-stock was expressed as an index. In the case of miGr, the 
number of cows was assumed to represent production after a 
suitable adjustment had been made for variations in milk yields 
as indicated in the 1931 Census figures. !For combination with 
these indices similar figures based on 1931 were prepared for 
prices. An example of combining these figures in order to arrive 
at a price X production index is illustrated in Table II. 


Table II 


Year. 

No. of 
Cows in 
Milk. 

Yield 

per 

Cow. 

Produc- 

tion 

Index. 

Price 

(Milk) 

Index. 

Price IK 
Production 
Index. 

1929- 30 

1930- 31 

999 

1000 

98-1 

100-0 

98-1 

1000 

103-6 

100-0 

101-6 

100-0 


For corn crops the monthly prices were weighted by the 
quantity sold each month, and as far as possible the prices taken 
refer to a particular cereal year. For instance, in 1931 the 
cereal prices were based on the eleven months August 1931 to 
June 1932, while live-stock and other products for the same 
year were based on the period October 1930 to September 1931. 
Having established a price X production index for each item of 
the base, subsequent weighting produced results illustrated by 
an example in Table III. 



Table 

III 


Item. 

j 

Percentage Com- 
position of 
Gross Income 
in 1931. 

Price K 
Production 
Index in 
1929-30. 1 

Weighted 
Index in 
1929-30. 

Dairy produce . 

Etc. 

23-8 

101-6 

24-181 

Total - 

100-0 

— 

105-689 


Thus the grgss income in 1930 was some 6-69 per cent, greater 
than that of the following year. This latter amounted to £1,011, 
so that in 1930 the comparable figure is £1,069. 
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The comprehensive range of material gives apparently satis- 
factory weighting for the credit side of the accoimt, but, un- 
fortunately, the same cannot be said of the gross charges, for 
which quantitative information is scarce* It would appear that 
so far as the major item of labour is concerned the material is 
adequate, but with some of the other items it is certain that the 
figures can only be approximate. For calculating a labour price 
index the county wage rates of ordinary workers were weighted 
by the total number of regular employees in each county- This 
was combined with an index representing the total number of 
workers in order to give a quantity JT price index for weighting 
the labour item. The construction of composite indices is neces- 
sarily complicated in some instances, but the object in all cases 
has been to combine both price and quantitative variations. 

Although the proportion of crops sold, particularly com, is 
liable to vary considerably, no allowance for such changes has 
been attempted, because it would appear to be unnecessary if 
the object is to calculate net incomes. For instance, if incomes 
are augmented by sales of a greater proportion of crops, it must 
surely lead to increased purchases of feeding stuffs. Therefore, 
the assumption is reasonable that variations of this nature have 
approximately compensating effects on both sides of the account. 
An adjustment has been introduced for variations in food-stuff 
purchases due to other causes. Fluctuations in the number of 
Hve-stook, or the rise and fall of crop production, will probably 
affect the amount of food imported, and a quantitative index 
has, therefore, been adapted from such imports. Without claim- 
ing that such figures are ideal, it seems that they fulfil their 
object in allowing for certain changes without necessarily being 
influenced by others. 

It will be seen in Table IV that the estimated net farm income 

Table IV 


Harvest Year. 

General Agricnltnral 
Price Index for Eng- 
land and Wales. 

Net Income 

Survey. 

> per Farm. 

Estimated. 

1929-30 



Ill 



+ £14 

1930-31 

* 


100 

“J— £8 

— 

1931-32 1 



91 

— £23 

— £39 

1932-33 1 



82 

+£42 

+ £43 

1933-34 1 

■ 


88 

— — 

+£104 


1 


Excluding wlioat deficiency payments. 
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in 1932 is slightly different from the survey figures, while the 
results in 1933 are practically identical- Such close agreement 
is certainly encouraging, for even though the survey figures may 
not be absolute, they are representative enough to give a fair 
idea of relative changes. Indeed, a reasonable indication of 
net incomes over a considerable period might be deduced if it 
were not for the scant material available for weighting certain 
items. Probably the most serious obstacle relates to the miscel- 
laneous expenses . Various components of this item might be 
segregated, but even so there appears to be very little material 
on which to construct any reliable quantitative indices. During 
recent years, however, it is probable that the work performed 
by tradesmen, extent of insurance, quantity of oil and petrol, 
transport, etc. have remained practically constant. 

The close agreement between the estimated and survey figures 
in 1932 and 1933 cannot, of course, be taken as conclusive evidence 
of the reliability of the method of calculation employed, and the 
substantial improvement in 1934, suggested by Table IV, will 
certainly be open to question. But, assuming that the estimates 
for 1930—34 are reasonable, the relative position is, perhaps, 
best expressed by means of an index. To calculate such a figure 
for the actual profit appears to be fraught with difO-culties which 
caimot be overcome with satisfaction, but the position may be 
clearly represented if the indices of gross income and charges are 
considered. Such indices are given in Table V, and bearing in 
mind that the base of both was practically identical, it will be 
evident that the difference between the index of each will show 
the relative position each year. Certain qualifications are neces- 
sary if the trends of either income or charges are considered 
individually, for it has already been explained that any year-to- 
year variation in the proportion of crops sold has been ignored 
in calcxdating the gross income. The adjustment for such 
changes has been made on the other side of the account, so that 
although no difference is made to the net return, the figures 
may not give a true indication in other respects. 

Table V 

Gross Income. 

106-6 
100-0 
96-0 
102-3 
108-6 


Gross Ctiarges. 

105-1 

100-0 

100-6 

98 - 9 

99 - 1 


Year. 


1929-30 . 




1930-31 . 




1931-32 . 




1932-33 . 




1933-34 . 

* 
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The computation of these indices was made possible mainly by 
figures extracted from the Official Agricultural Statistics, and in- 
formation on wage rates from the DST.F.XJ. Year Book. Valuable 
assistance was rendered by IVIr. A. N. Gray on the consumption 
of fertilisers, and by Messrs. James Carter on the prices of clover 
seed. To these gentlemen grateful thanks are due. 

P. E. Graves 

School of Agriculture, 

Cambridge. 


Barge and Smaul. Firms : A Note on Costs in tree 
Boad Transport Industry 

There has lately been an increasing tendency to believe that 
the larger an organisation becomes, the greater the efficiency it 
almost automatically develops. Another view perhaps slightly 
less widespread, is that for each industry there is one only 
optimum size of firm. The former of these beliefs may be true 
of a very restricted number of activities, and possibly the latter 
of a larger group, but such limited information about the 
details of particular industries as is available suggests that the 
relationship between size and efficiency is still in general very 
debatable. 

Apart from internal efficiency, there are, of course, many 
reasons which may make a monopolistic organisation the most 
desirable and which justify such Corporations as the B.B.O., 
or Li.P.T.B. On the specific grotmd of efficiency, however, it 
is doubtful if it is possible, in general, to say that efficiency is 
necessarily conditioned by operations being carried on by firms 
of a certain size, or still less by an organisation which em- 
braces the whole country. 

In all cases it is a question of estimating, on the one hand, 
the advantages of large-scale production and of the elimination 
of the wastes which inevitably accompany competition, and, on 
the other hand, the value of a more widespread opportunity for 
talent coming forward, a close contact between initiative and 
responsibility, elasticity, rapid powers of adjustment to changing 
circumstances, and low overhead charges. Expressed in another 
way, the cost of running an industry can be split up into a 
number of items; enlarging the scale of operations affects these 
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items in different ways, some remaining unchanged, some showing 
a reduction per unit of output, some an increase. Por instance, 
while certain overhead charges may be diminished as the scale of 
operations increases, those connected with administration and 
co-ordination usually increase. 

How essential it is to consider each item of cost and its 
relation to the size of an organisation, before generalising about 
the effect of size on the total cost of all items, is well illustrated 
by the road transport industry. Like so many of our industries, 
its internal structure is in a state of flux, but at the present 
time a study of the costs of differing types of transport concerns 
would appear to show that there are many forms of organisation 
necessary to meet the very varying requirements of different 
aspects of the industry. 

General statements about efficiency are more easily made 
than proved. Even where actual figures are available, vari- 
ations in methods of accounting, together with such unsolved 
problems as that of the true apportionment of costs between 
standing charges and working expenses, or of deciding the 
“ correct ” basis for depreciation, make it unwise to draw 
comparisons from cost statements that are too precise. 

Moreover, and the point is an important one, it is unlikely in 
practice that organisations of widely different size will be engaged 
in precisely the same type of work. In the examples about to 
be examined, for instance, the types of vehicle are similar, if not 
identical, and the comparisons are based on equal annual mileages 
per vehicle. But a 30-cwt. lorry doing 10,000 miles in inter- 
mittent work in a single neighbourhood is very different from the 
same lorry doing the same mileage over a regular long-distance 
cross-country route. Whilst a small contractor or owner-driver 
might cope quite successfully with the first type of work, it is 
fairly obvious, that a big distributive organisation which requires 
the second type is better served by a correspondingly large 
transport organisation, which can carry reserves in the shape 
of vehicles and men to meet trade fluctuations and urgent 
demands. 

With these qualifications, the schedule reproduced below is of 
considerable interest, showing as it does that in certain specific 
cases about which it has been possible to obtain accurate and 
definite figures, the larger concerns have no special advantage, 
and indeed that for limited mileages the small man seems to be 
able to operate more cheaply than his rivals. 

The figures refer to 160 lorries, each of about 30-cwt. capacity. 
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Example 1 dealte with the costs of about 100 vehicles supplied by 
different contractors to 16 Depots in varying parts of the country. 
The figures are actually compiled in Liverpool, Newcastle and 
Manchester, but can be taken as typical for the whole of this 
group. They indicate the costs of well-organised “ A ” Licence 
Transport Companies, some operating regionally, but others in 
many parts of the country. 

Example 2 deals with 22 vehicles operating under a Class 
“ C ” Licence (“ Ancillary User ”) from one centre in the Mid- 
lands ; that is to say, it gives the costs of a Company whose 
main operations are those of a manufacturing concern, but which 
operates its own vehicles for a portion of its distribution, less 
than 20 per cent. 

Example 3 shows the costs of 30 lorries belonging, for the 
most part, to owner-drivers, though in one or two cases a con- 
tractor has as many as four lorries. These lorries operate under 
a Class “ A ” Licence. 

These groups represent three different but important sections 
of the transport industry. 

In both 1 and 2 there are figures down for administration; 
in the first case of £19 IO 5 ., and in the second of £36 18«. It is 
impossible to go into all the individual items by which adminis- 
trative costs are made up in a large composite manufacturing 
industry, but it will be noticed that where such an organisation 
includes as a side line a transport department, the cost of 
administration per vehicle is higher than is the case with a 
company that is specialising on transport services only. This 
illustrates one of the objections to encouraging the “ C ” type of 
transport at the expense of the “ A ” t37pe. A further dis- 
advantage, of course, is that for all practical purposes the “ O ” 
licence holder cannot keep his costs down by arranging for “back 
loads.” 

In still greater contrast are the small owner-drivers or small 
contractors shown in column 3, who, for obvious reasons, have no 
administrative costs at all. 

It may occasion some surprise that the figure for wages has 
been reckoned under standing charges and not under running 
costs, with the result that this item is identical for mileages of 
10,000 and 20,000 per annum. The reason for this is that in the 
examples quoted conditions of work are such that the men are 
able to cover the larger distance without normally having to 
work overtime, whilst, on the other hand, a reduction in the 
distance travelled per vehicle would not make possible any 
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reductions in personnel. Anotiier comment under the heading 
of wages is also perhaps pertinent. It is sometimes suggested 
that smaE contractors prosper because they pay low wages. 
This may be so, but in the present case the figure shown in 
example No. 3 is the Conciliation Board rate of 54s. per 48-hour 
week, which cannot be regarded as unduly low. 

Some of the other points in the statement perhaps need 
explanation. Depreciation is lowest for the third group. This, 
however, is because in general this type of owner runs his vehicle 
for a longer time. As a result, while depreciation is reduced, it 
will be seen at the bottom of the column that there is an increase 
in the cost of repairs and an increase in oil and grease owing to 
loose bearings, slack pistons, etc. 

The cost of petrol, it will be noted, is considerably higher in 
the third case. This is because the first two have bought on 
contract and in bulk, but the third section have bought indi- 
vidually from other people’s petrol pumps. It is important to 
note this item, as some small contractors combine lorry hire 
service with a petrol station. This did not happen to be the 
case with the 30 vehicles investigated, but it is very frequently 
so throughout the country, and it is perfectly easy for small 
contractors to arrange some form of co-operative buying of their 
petrol supplies. The Commercial Motor Users’ Association and 
the Associated Road Operators have indeed both instituted such 
schemes. If this were done it would make a very consider- 
able alteration to the final costs and would make the third 
section not only the cheapest to run per mile for distances 
up to 10,000 miles, but also for distances up to 20,000 miles, 
reducing the total figures from £445 to £425 and £597 to £557 
respectively. 

There is one further point which should be taken into account 
in the third group. These lorries are all of the tipping type of 
vehicle, that is to say, the tare weight is rather heavier than for 
the other vehicles, which raises their registration fee from £25 to 
£30. While it would be perhaps unjustifiable to take this extra 
tare weight into the calculations, it would appear to be quite 
reasonable to eliminate the extra taxation charge of £5 from 
the comparative statement of running costs. If this is done 
the costs are reduced by a further £5 to £420 and £552. The 
effect of these further reductions is shown in the alternative 
figures for total costs per mile quoted; for example. No. 3, 
and qualified by the footnote “ Tax and petrol on equal 
terms.” 
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ZQ-Cwt. Vans — Comparison of Costs. 



Fx:a.mple 
No. 1. 

Fsample 
No- 2. 

Example 

No. 3. 


£ a. 

d. 

£ s, d. 

£ a. d- 

STAisronsTG CnASGES : 




25 0 0 

Interest on Capital and Profit 

30 0 

0 


11 lO 0 

Wages .... 

1 159 0 

0 

207 16 0 

140 8 0 

Insurance (National Health.) 

4 3 

11 

] 


5 , (Emp, Liability) . 

1 0 

0 

1 3 sen 7 a 

2.5 O O 

,, (Comprehensive) . 

17 2 

0 



„ (Freight) 

2 0 

0 

J 


Registration 

25 0 

0 

25 0 0 

30 0 0 

Administration 

19 10 

0 

36 18 2 

— 

Garage and Washing 

32 10 

0 

26 17 0 

13 0 0 

Replacement during Repairs. 

15 0 

0 

— 

— 

R. R.T.A. Licence Fee 

15 

0 

2 6 

15 0 

TotaXj per Anitotm . 

£306 0 

11 

£368 1 2 

£245 13 0 

RTTNNnirG Costs : 





Depreciation 

1-44 


1*315 

1-12 

Tyres — 32 X 6 . 

0-32 


0-178 

0-336 

Oil and Grease 

0-10 


0048 

0-53 

Petrol .... 

1-04 


0*889 

1-50 

Repairs .... 

0-80 


0-917 

1-30 

ToTAXi Cost per Mile 

3-70d!. 

3-347C?. 

4’786d. 

Total costs for running 10,000 





miles .... 

£460 


£498 

£445 £420 * 


11 -04^. 


ll-952d. 

10-68d. lOOSdl. 


per mile 

per mil© 

per mile per mile 

RTTNiTOTa Costs : 





Depreciation 

1-2 


1-096 

0-662 

Tyres .... 

0-32 


0-178 

0-336 

Oil and Grease 

0-10 


0-048 

0-63 

Petrol . - . - 

1-04: 


0-889 

1-60 

Repairs . , . . 

0-80 


0-917 

1*30 

TotaIi Cost pbb Mile 

3-46d. 

3-128d. 

4-218<i. 

Total costs for running 20,000 

£594 


£619 

£597 £552 ^ 

miles .... 

7-128«2. 


7-428d. 

7164d. 6-624d. 


per mile 

per mile 

per mile per mile 


^ Average- 

® Interest on capital is diarged at 4 per cent., bnt no allowance lias been 
made for profit. 

® Also includes various Factory Overbeads. 

* Tax and petrol on equal terms. 

li. J. CADBXnRY 


Ofelcxal Papers 

Industrial Prices and their Relative Inflexibility. Py Gardiker 
C. Mbajsts. 74th. Congress, 1st Session. Senate Doonment 
ISTo. 13, Washington, 6c. 

In this brief pamphlet of 19 pages, supplemented by an equal 
length of explanatory appendices. Dr. Means, the economic 
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adviser on finance to th.e Secretary of Agricultnre, presents a 
summary of an important and original statistical study of price 
clianges (8 pages), a general analysis of the significance of the new 
data (4 pages), and a somewhat abstract and non-committal dis- 
cussion of the policies they indicate (7 pages). Hather than 
attempt to summarise summaries we may here concern ourselves 
chiefly with the first two parts. 

The statistical inquiry embodies an analysis of the data that 
went to the making of the Bureau of Labour Statistics’ monthly 


Rigid AND Fl-exible Prices 

7 <» 7 treMS FROM eLS, WHOLESALE PRICE INDEX OlSTRlSUTEO ACCORDING TO FREQUENCY OF PRICE CHANGE 



ISI ITEMS 193 ITEMS 192 ITEMS 'ftl ITCM9 

03 C 2 > ( 3 > (**) 


' NUMBER OF PRICE CHANGES,1836- 1933 

etiAHOCD r/fr /t^re ori.ess 

< 2 > rffeMT£ oj'irss r^AA/c/fce ^ avrAfone tma^0jycS 

<»> TffE /7^r£- oj>> /vf&jfe tham ctrss rMr/3 EvERy-A, 

(My c/^^//aEEf^r A£jisr3 

wholesale price index in the period 1926—33. 747 of the com- 

modities included in it were grouped according to the number of 
times (out of a possible 96) their prices had changed in that period. 
The resulting table is here reproduced. It reveals that no less 
than 191 commodities, gust over a quarter of the total, changed 
price fewer than ten times in that period of rapid economic change ; 
and half the total, 374 items, changed fewer than twenty -five times, 
i,e. only once every four or more months. Rather less than a 
quarter of the total, viz. 181, changed more than ten times in the 
year on the average, and of these the majority changed almost every 
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month. The remaining quarter is distributed fairly evenly over the 
remainder of the scale, changing from 25 to 80 times in the eight 
years. There is thus a marked division between the two classes 
of very flexible and somewhat rigid prices. The remarkable 
extent of rigid prices would have been even greater if Dr. Means 
had not excluded “ railroad and utility rates and a few composite 
items ” from the figures he took, for these are familiarly stable 
items. A further inquiry, not perhaps quite extensive enough for 
all the conclusions drawn from it, showed that extent of the falls 
in price from 1929 to 1932 was roughly correlated with the number 
of changes over that period. 

These figures indicate, the argument continues, that there are 
two essentially different types of market in operation : (1) the 

“ traditional market ” in which buyers and sellers meet to equate 
demand and supply at a flexible price — the type of market ordin- 
arily thought of by economists ; and (2) “ administered markets,” 
the significance of which is the burden of Dr. Means’ pamphlet 
and the foundation of his acceptance of N.R.A. and A.A.A., in 
which producers state a price, held constant for considerable 
periods, at which they are willing to produce and sell as much as 
is demanded.^ 

Consequently, in the first type of market unfulfilled expecta- 
tions give rise to price changes, but tend to leave production and 
consumption stable; while in the second type price is stable, 
but production (and hence employment) fluctuates. The 
following figures for ten major industries from 1929 to the spring 
of 1933 are printed in support of this thesis, as well as several 
charts of the course of prices and production in different industries 
and groups of industries. 



% Drop in 
Prices. 

% Drop in 
Production. 

Agricultural Implements 


6 

80 

Motor Vehicles . 



16 

80 

Cement 



18 

65 

Iron and Steel 



20 

83 

Auto Tires 



33 

70 

Textile Products 



45 

30 

Pood Products . 



49 

14 

Leather 



50 

20 

Petroleum . 



66 

20 

Agricultural Commodities 


63 

6 


1 It is well to remember tbat we are dealing witb wholesale prices. Hetail 
prices, all the world knows, are almost all administered prices. Bnt they are 
sufficiently frequently changed for them to approximate to market prices.” 
No. 180. VOL. XLV. 3 E 
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The industries at the top of this list are those with administered 
prices ; those at the bottom have market prices. Thus the first 
class gives us the stable, and the second the flexible prices. 

In explanation of this dichotomy, it must be noticed that 
administered prices are not all or mainly monopoly prices. One 
can imagine, though there is no concrete example, monopolies 
controlling production and allowing price to fluctuate, or changing 
controlled prices. The true explanation lies in large-scale pro- 
duction, and the reduction in the number of firms serving the 
market to the point that individual firms by altering output can 
alter price, and in consequence behave as monopolists.^ 

In these circumstances, according to Dr. Means, it is to the 
interest of the individual firms to hold price and reduce output, 
and employment, when demand falls. But this will not account 
for the extreme rigidity of prices (though it certainly suggests 
some rigidity), nor for the rigidity in the period before 1929, 
without additional conditions. Of these the simplest would seem 
to be (1) capacity continually expanding before 1929 ahead of 
production, (2) roughly horizontal prime cost schedules, (3) equal 
elasticities over the relevant ranges of the successive demand 
schedules — a condition that would be fulfilled if the principal 
variant were employment. Though this is a guess, an economy 
as vast as the American probably satisfies these conditions. 
However, an important additional or alternative explanation is 
to be found, I should imagine, in administrative and marketing 
convenience, and the tacit avoidance of the familiar possibility 
of price wars in conditions of imperfect competition. 

Whether or not these are their true causes. Dr. Means attaches 
the greatest importance to the presence of rigid prices. It is no 
less than “the basic cause of the failure of laissez-faire.” The 
new policy their presence makes possible, when demand drops, 
“ throws workers out of employment, reduces their money income, 
and further reduces the demand for goods.” And “ if all industry 
operated in this way, the result of an initial drop in demand 
would be an overpowering depression, unless some other factor, 
monetary or otherwise, intervenes to prevent the initial drop in 
demand from destroying demand entirely.” ^ It would certainly 
demand, for the maintenance of a reasonable volume of employ- 

^ On tb.e growth of large corporations in America, see Berle and Moans (the 
present author). The Modem Corporation and Private Property^ and the review of 
it by Professor Florence in the last number of this Joxjn3srAi:i. 

^ See Dr. Means’ paper entitled “ Price Inflexibility and the B.equirements 
of a Stabilising Monetary Policy ” in the Journal of the American Statistical 
Association, Vol. 30, 1935, where also he repeats his main statistical evidence. 
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ment, far greater jGLexibility in tte monetary system than is easily 
imagined- And it is also easy to show that in practice — i.e. if 
we assume only a reasonable mobility of labour and flexibility 
of tastes — ^where rigid prices cover not the whole but only a 
substantial section of the economy, their presence will greatly 
aggravate the fluctuations in price of the flexible remainder. 
This will especially be the case where the volume of production 
in the remainder is hard to reduce, as e.g. in agriculture, and this 
would appear to offer a partial justification of marketing schemes 
for raw materials as a defence against the turbulence of industry. 

Dr. Means has revealed, therefore, an additional rigidity in 
contemporary capitalism of the greatest importance. Rigid 
wages and rigid interest payments are familiar, but rigid prices, or 
at least their astonishing extent, are new and somewhat startling. 
Further inquiries indeed may reveal that their consequences to the 
danger and depth of depressions are greater than those of the 
others. It is much to be hoped that both his theoretical and 
statistical researches will be continued in America and in this 
country. But, though Dr. Means’ remarks on the subject are 
interesting, the bearings of his work upon policy would seem to 
call for longer discussion, and, perhaps, a more open platform than 
can be found by a prominent official of a government already 
ahead of business opinion. 

D. M. Bbnsijsan'-Btjtt 

King^s College, 

Cambridge. 


OBITUARY 

Hbinbich; Dietzel (1857—1935) 

PuoF. H. Dietzel, who died at Boim on the 22nd of May, 
1935, was the most distinguished representative of the “ neo- 
classical ” school of German economists. When he entered upon 
his academic career, half a century ago, nearly all German chairs 
of economics were occupied by members of the “ historical ” 
school who denounced the teaching of the English classics as 
shallow dogmatism of antiquated rationalists, and the popular 
economics of that period were more and more influenced by Karl 
Marx and his disciples. Even the Austrian school of economic 
theory was more inclined to emphasise what separated it from the 
classical tradition than what it had in common with the method 
of Adam Smith. At this critical time Dietzel vigorously upheld 

3 E 2 
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the banner of the classical school and firmly defended the old 
“ abstract ’’ method and the policy of economic freedom against 
the united attacks of one-sided “ historians,” Marxians and 
Austrians. He had been strongly influenced by Adolf Wagner, 
who called him his “ only ” disciple. Wagner himself was the 
successor of K. H. Rau, who, in the ’forties and ’fifties, had 
greatly contributed to popularising the doctrine of the English 
classics in Germany. But even Wagner turned, in his later life, 
towards state socialism and protectionism, while Dietzel remained 
faithful to the ideas of economic liberty. In numerous publica- 
tions Bietzel tried to show its advantages in stimulating national 
productivity, mitigating social conflicts and furthering economic 
progress. It was not his ambition to found a new school of eco- 
nomics in Germany ; but his ideas had a wide influence. When 
he reached the age of 70, a good many of his former pupils held 
chairs in German Universities or were high government ofiflcials. 

Bietzel’s chief contribution to economic theory is his 
Theoretische SozialoTconomik (1895), in which he dealt in a masterly 
way with the methods of economic research and the elementary 
phenomena of economic life, chiefly the question of value. The 
problems of distribution were treated by him in connection with 
controversies on actual questions of fiscal or social policy; he 
revived, for instance, the productivity theory of wages and analysed 
the causes of economic progress and economic crises. He was 
also greatly interested in the various aspects of socialism. His 
books and essays on the ideas of Rodbertus and the early socialists 
are most valuable. His later essays chiefly dealt with various 
economic questions that were eagerly debated in Germany : 
free trade, trade unions, public loans, taxation. 

He fought against protectionism and interventionism all his 
life. His publications, famous for their lucidity, were always 
read with great respect ; but in most cases the majority did not 
follow his advice. Thus he was often disappointed; he very 
much regretted the course events took in Germany after the War. 

Bietzel was an excellent, inspiring teacher. It was a privilege 
to belong to his “ Seminar.” At the age of 28 he was appointed 
Professor at the Baltic University of Borpat ; five years later 
(1890) he was called to Bonn, where he spent the rest of his life 
although several other chairs of economics were ofEered to him. 

Pahx. Arndt 
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Ctjbrext Topics 

At the Norwich meeting of the British Association (September 
4—11), Professor J. G. Smith, whose address on “Economic 
Nationalism and International Trade ” is printed above, pre- 
sided over the deliberations of Section E (Economic Science and 
Statistics). Among the contributions were papers by Mr. Colin 
Clark on “ The World’s Eood Supply,” J. C. Gilbert on “ Some 
Monetary Problems of International Trade,” and R. A. Hodgson 
on “ Occupational Changes and Population Movement in S.E. 
England.” Professor L. M. Eraser surveyed “ Present-day 
Economic Problems in Germany ” and Miss L. S. Sutherland 
pleaded for the preservation and classification of business records 
in a paper entitled “ The Use of Business Records in the Study 
of History.” Dr. A. Plummer examined the problems of British 
Air Transport, and a paper of considerable local interest was 
contributed by Mr. P. A. Eorrester on “ The Economic Causes of 
the Localisation of Industry in Norwich.” Arising out of the 
presentation of the report ^ of the sectional research committee 
on the Chronology of the World Crisis, there was also a discussion 
on the depression, in which Professor J. H. Jones, Sir Josiah 
Stamp, the Bishop of Norwich, the Marquess of Lothian and 
others took part; but it was the joint discussion with Section I 
(Physiology) on “ Economic Aspects of Diet ” which provoked 
most interest during the meeting. This symposium was opened 
by Professor E. P. Cathcart, E.R.S., who was followed by Pro- 
fessor K. Neville Moss on the special case of the coal-miner and 
by Sir John Orr, E.R.S., who pleaded for government aid in 
distributing the glut of agricultural produce among the underfed 
population. Some of the more purely economic aspects were 
examined by Professor P. Sargant Elorence, who urged a recon- 
sideration of the basis underlying the calculation of the Cost of 
Living Index-number of the Ministry of Labour. Other econo- 
mists who contributed to the discussion were critical of the 
statistical material submitted by some of the scientists and of 
the deductions they sought to draw from it. The continued 
popular interest, however, in the several questions raised will, no 
doubt, lead to the further examination of this very important 
point. 

In the afternoons there were three sessions (Section E) 
dealing with problems of business organisation and administra- 

^ This has been published under the title Britain in Depreaaion (Pitmans, 
pp. 473, 10s. 6<f.). 
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tion. One of these was devoted to a discussion on the probable 
future trends of scientific management in Great Britain, to which 
Mr. Hargreaves Parkinson contributed a paper on “ Industrial 
Management and the Investor.” Hr, E. S. Pearson examined 
the rdle of probability theory in the control of quality in pro- 
duction and Mrs. Ethel M. Wood spoke on “ Domestic Manage- 
ment of To-morrow.” At the other sessions of this sub-section 
there were discourses by Dr. J. A. Bowie on “ The Universities 
and Business,” by Mr. L. Urwick, Mr. T. G. Rose and Dr. El. G. 
Fenelon on “ Problems of Amalgamation and Decentralisation,” 
and by Mr. A. P. Young and Mr. O. W. Roskill on “ The Place 
of the Individual Business in a Planned Economy.” 

In 1936 the Association will meet in Blackpool from September 
2 to 9, for the first time under the general presidency of an 
economist. Sir Josiah Stamp. Particulars of the arrangements 
for Section E can be obtained fi:om the Recorder of the Section — 
Dr. K. G. Eenelon, College of Technology, Manchester, 1 . 


The next Annual Conference of the Association of University 
Teachers of Econonaics will be held at Queen’s College, Oxford, 
during the week-end 3rd-6th January, 1936. The programme 
will include discussions on “ International Trade in the Absence 
of an International Standard ” (to be opened by Mr. Barrett 
Whale) and “ The Approach to Problems of Public Finance ” 
(to be opened by Dr. Benham). Arrangements are also being 
made for discussions on the Iron and Steel Industry and on 
Population Trends. 

Full particulars of the Conference programme should reach 
members of the Association early in December. Non-members 
who are engaged in University teaching of Economics or kindred 
subjects are invited to apply to the Hon. Secretary, Mr. Stanley 
Parris, University College, Cardiff. 


The Senate of the University of London invite applications 
for the University Chair of Statistics tenable at the London 
School of Economics, which will become vacant at the end of 
the present session owing to the retirement of Prof. A. L. Bowley. 
Salary £1,000 a year. Applications (12 copies) must be received 
not later than first post on 31st January, 1936, by the Academic 
Re^trar, University of London, S.W. 7, from whom further 
particulars should be obtained. 
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Two furtlier volumes in th.e new Series of HepriTits of Scctrce 
Works irb F^oliticcbl Eco7h077by, pixblislxed. by tbe Iiondozi Sobool of 
Economies, are now available, namely, Ind'ustrial CorrbhirbCbtioriy 
by I>. H. MacGregor, and JProtecti've and Preferential Import 
Duties^ by A. C. Eigon, Tbe pnblisbed price of eacb is 6^. But, 
as before, copies are available to members of tbe Royal Economic 
Society wbo order tbrongb the Assistant Secretary, Mr. S. J. 
Buttress, 6, Humberstone Road, Cambridge, at tbe reduced price 
of Bs. 



itECEISTT PERIOEICAES ANT> NEW BOOKS 

Joumdl of €he, JioyaZ StatisticaZ Society. 

Part III, 1936. Retail Trade Statistics in Different Countries. I. 
Douglas. TJie Use and JSIisuse of Economic Statistics. A. Dis- 
oussion. Opened by B. G-lenday. 

Part IV, 1936. The Labour Bill and Output on Arable Farms. B. McG. 
Carslaw and P. E. Graves. The Course of Wage Rates in the 
United Kingdom, 1921—1934. E. C. Bamsbottom. Returns in a 
Growing Industrial Economy. K. Grurwald. 

Economica. 

August, 1935. The JHaintenance of Capital. E. A. Vou Hayek. 
French JM^onetary Policy and its Critics. PEcmrpPE Schtwob. The 
Nature of Aggressive Selling. W. H. Hutt. The Extent of the 
London Discount 3d[ar7cet in the Jkliddle of the Nineteenth Century. 
"W. T. O. TCtu g- Gold, Unemployment and Capitalism. Charles 
Bist. 

World Survey. 

July, 1936. Investigation of Industrial Development. Power* s Service 
to the World. E. zur E’bxjder'. Consuming Power in the Machine 
Age. B. M. Eirblay. 

The Sociological Review. 

October, 1935. Democracy and Capitalism in Max Weber’s Sociology. 
W. Ealk. Bias in Social Study. G. C. Eield. The Sex-Ratio 
among Negroes. W. M. CousiRS. 

The Eugenics Review. 

July, 1935. Eugenics, Academic and Practical. Proe. B. A. Eisher. 
Prevention of Hereditary Blindness. J. M. Biokertor. Chemical 
Contraception. J. B. Barer. Voluntary Sterilisation Bill. 

International Labour Review. 

July, 1936. The Economic Implications of Material Progress. 
A. G. B. Eisher. Rural Hygiene and Health Co-operative Societies 
in Yugoslavia. M. Colombair. Worlcers’ Education in the United 
States. A. S. Cheyrey. The Contract of Employment, II. E. 
Herz. 

The Canadian Journal of Economics and Political Science. 

August, 1935. Papers presented at the Annual Meeting of the Canadian 
Political Science Association, May 1935 on : Inflation and In- 
flationism ; Variovts Aspects of Canadian Federalism ; The Employ- 
ment and Social Insurance Bill ; The Natural Products Marheting 
Act, 1934 ; Public Policy in Relation to the Wheat MarJcet ; The 
Ptilp and Paper Industry. 
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The. Bovih African Journal of JEJconomics. 

Jtjne, 1935. The Gold 3Iining Industry/ and the Gold Standard. A. J. 
T^nvng TfBi TirR. Some Doubts concerning early Land Tenure at the Cape. 
H. M. Robebtson. Holding Companies and the Investor. Hee- 
BBRT Gebenwood. Some Fundamental Questions on Economic 
Planning. Peoe. E. Whittaker. The Dairy Industry in South 
Africa. J. G. EInebn. 

The Quarterly Journal of Economics. 

AtrotrsT, 1935. Dividends, Interest, Profits andL Wages, 1923—35. T. J. 
Keeps. The Stabilisation Doctrines of Carl Snyder. H. L. Reed. 
The Term “ Favorable Balance of Trade.” E. W. Eetter- 
Sociological Elements in Economic Thought. II. The Analytical 
Factor View. Talcott Parsons. 

The American Economic Review. 

September, 1935. Reciprocal Trade Agreements Act of 1934. A. 
Berglijnd. United States Foreign Trade in Copper, 1790—1932. 
R. B. Pettenghl. Federal Reserve Policies, 1927-1929. A. C. 
MrtiLEE. Interest as Cost and Capitalisation Factor. P. Machlitp. 
Just Price in a Functional Economy. B. W. Dempsey. Eocpendi- 
ture of Wisconsin Property Tax. C. P. Wehrwein. 

The Journal of Political Economy. 

Attgdst, 1935. Interrelations of Demand, Price and Income. H. 
ScHXTLTZ. The Fluid-Milk Programme of the Agricultural Adjust- 
ment Administration. J. Cassels. The Chilean Nitrate Industry. 
D. McConneil. The Trend of Savings, 1900—1929. C. Lewis. 
Berle and Means on the Modem Corporation. B. W. Lewis. 

The Annals of the American Academy of Political and Social Science. 

July, 1935. Socialism, Fascism and Denrvocracy. 

September, 1935. The State Constitution of the Future. 

Pamphlet Ko. 2. Financing New York City. W. Whyte. 

Wheat Studies (Stanford, California). 

June, 1935. International Wheat Policy and Planning. This Study 
begins with a brief historical survey of the attempts at wheat 
control on an international scale from the beginning of the War 
up to the Conference of 1933—35, and goes on to consider the 
theoretical aspects of planning : the problem of the development 
of a surplus for which importing countries are largely responsible, 
the international movement of wheat, the standpoints of exporters 
and importers and their respective quotas and acreages, the 
control of price, and finally methods of reducing surpluses. In 
the conclusion are set forth the technical difficulties of organising 
and controlling wheat, which is not inherently adapted to a form 
of planned international control. 

September, 1935. World Wheat Survey and Outlook, September, 1935. 
The prospects of a good world wheat crop for 1935 were ruined by 
rust in the Korth American spring-wheat belt and drought in 
Argentina, and it will probably be less than that of 1934. Stocks 
carried into 1935—36 were smaller than those of last year, and 
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world wheat supplies are likely to he the smallest since 1925, and 
the total world carry-over should regain normal proportions. 
World net exports may approximate to 560 million bushels, export 
surpluses exceeding import requirements by a narrow margin. 
Canada will probably export much of her accumulated surplus, 
and her newly-formed Grain Board will be in a position to influence 
world trade and prices. These factors, together with the apathy 
of the futures market, make it possible to forecast higher world 
prices between mid-September and the end of December. 

Econometrica. 

JtriiY, 1935. Suggestions on Quantitative Business Cycle Theory. J. 
Tikbekoek. On the Independence of Is. Sets of Normally Distrihvled 
StaUstical Variables. S. S. Wilks. A Macrodynamic Theory of 
Business Cycles. M. Kalecki. 

OoTOBBE., 1935. The Mathematical Distributions Used in the Common 
Tests of Significance. R. A. T^seebb. Anmtal Survey of Statistical 
Information : Capital Formation and the Flow of National Income 
in the United States. C. B. Roos. The Marginal Utility of Money 
in the United States from 1917 to 1921 and from 1922 to 1932. R. V. 
WAtroH. Da dynamigue de la circulaiion. D. Amoroso. 

Revue d’JSconomie Politique. 

MAi-JTtmsr, 1935. De mouvement de la population. J. Bottedok. 
De mouvement des prix. R. Rivet. Des revenue priv4s et les con- 
sommations. D. D. de Beekokville. Da Balance des Comptes. 
B. Rist bt P. Sohwob. 

JiJiiXET-AoflT, 1935. D^Oeuvre scientifique de quelques ^conomistes 
itrangers : Werner Sombart. H. Haijsbe. Essai sur la thdra- 
peutique de crise. R. CoxTETrer, Corporatisme, 1935. G. Piroxt. 
Secteurs “ abrit4 ” et “ non ahrit6 ” dans de disiquilibre actuel 
de Viconomie frangaise. J. Dessieiee. 

Revue de D’lnstiHit de Sociologie. 

JurLLET— S bptembre, 1935. Pourqtcoi commdmorer le Centenaire de la 
“ Physique sociale ” ? E. Mabaxm. Discours de M. Bovesse. 
Hommage d Adolphe QvLetelet, Statisticien 1796—1874. A. Jttlin. 
Quetelet et la Philosophic. E. DuPEfiEL. Quetelet’s ^‘Average Man ” 
in Modem Scientific Research. E. H. Hakkiks. Adolphe Quetelet 
et la Criminologie. 

Weltwirtschaftliches Archiv. 

September, 1935. Die Bedevtung des Kapitalangebotes fur dsn indus- 
trialisiemngsprozess. Gael Skydee. Statistical records of the 
industrial development of the XJnited States reveal a constantly 
parallel increase in the amount of capital investment derived from 
the profits of industry and a rather slower increase in production 
per worker, due to increased mechanisation, and not to the 
increased efficiency of the workers. This has led to higher nominal 
and real wages. Any interference with profits must reduce the 
supply of capital, and the author argues from this that the greater 
the concentration of income in the hands of the few, the greater the 
capital supply, and therefore the greater the gain in national well- 
being. 2jur Theorie des QeldmarMs. E. Bittz. A study of some 
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problems of the money market. The effect of a decrease of the 
government floating debt by funding or out of surplus revenue is 
to ease the money market and cause the banks to buy up securities. 
Depression has a similar effect. The influence of movements of 
foreign exchange varies under paper and gold standards. ^Finally 
a study is made of the power of the Central Dank over the money 
market, and statistical illustrations are given. Zwm Qesetz vom 
abnehTn&nden Sodenertrag . Db. P. Kdab. ITone of the three 
divergent theories on the relation of costs and returns in the srield 
of agricultural production (Liebig’s, Breuning’s and Mitschler- 
Hch’s) is really satisfactory, for within the framework of the 
general theorems of increasing, coiastant or diminishing physical 
yields the law of diminishing returns on land represents a special 
case which cannot be generalised because of its specific derivation. 
Der BalkanpaJct. V. BAJKid- The Balkans have always been the 
storm centre of Europe. The pact of Eebruary, 1934, has brought 
political peace, and there is every prospect of economic and 
cultural co-operation between the states, including Bulgaria. 

Jahrhucher fiir Nationaldkonomie und Statistih, 

AxJOtrsT, 1935. VulgarSkonomie und NcdioTmT^lcoruymie. Pboe. B. 
MicsBCEiiS (Rome). Since the War, Economics as a pure science has 
fallen into disrepute owing to the conflict between economists and 
politicians. The concept of Adam Smith’s “ economic man ” is 
outworn, and Child’s dictum that “ the merchants are not always 
the best judges in Trade ” is nearer the truth. Economic Theory 
is too abstract, and should be applicable to concrete present-day 
problems. This is being achieved only in the Fascist Corporate 
State, where consumers are protected by the Government both 
against the abuses of monopolies and the chaos of unfettered com- 
petition. Die soziale Frage im, Betriebe. Db. R. Schwenoeb. 
Labour unrest is largely due to the problems of management in 
individual works. The author distinguishes three roots of the 
trouble, and proposes solutions for each. The first, technical diffi- 
culties, arising from the speed and nature of mechanisation, could 
be diminished by adjusting the machinery to individual men ; the 
second, economic difficulties, by the establishment of a universal 
norm for piece-work and a greater degree of self-government in 
individual shops, as in Bata factories in Czechoslovakia. The 
third, social causes, are the most fundamental, and call for a 
scientific and unified State policy. Neuordnung des BanJcwesens. 
Db. a. Sommeb. The Barik Crisis in July 1931 : the position 
before it, its nature, and measures taken to deal with it. The 
Bank Enquiry, 1933. Recommendations, Proceedings and Final 
Report of the (Committee. State Decree concerning Credits. The 
establishment of a Board of Control and Reichskommissar and 
numerous regulations concerning Liquidity, Premises, etc. It 
is pointed out that whereas the measures taken in 1931 were 
purely for an emergency, those described above are part of a new 
and systematic reorganisation of economic life. Die EntivicM/ung 
des internationalen Geld- und KapitalmarTctes und der Jiddrlcte 
einzdner Lander wah/rend des JaJires 1934. 

Septembeb, 1935. ProduTctivitdt und Bentabilitdt in der YoTkswirtschajt. 
H. VON Staokelbebo. “Productivity” is an economic, and not 
a technical term. “ Rentability ” is the condition of obtaining a 
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yield sufficient to cover total costs, and is thus the driving force of 
production. Private enterprise acting on this principle seeks the 
best and most economical means of production, but under laissez- 
faire does not always achieve this. The State is justified in interfer- 
ing by means of price regulation, etc., in order to influence the degree 
of rentability and to turn the individual advantage into that of the 
nation as a whole. Das Zeifmornent in der Theorie der Produktion. 
E. SoHKEinEn. Insufficient attention has hitherto been paid by 
economic theory to the analysis of production in relation to the 
Time Factor. Bohm-Bawerk’s definition of an “ absolute period of 
production ” is useless, because it is impossible to measure this, 
and even if it were possible, the concept of such a period is of 
little or no value in the analysis of modern agricultural and 
industrial production. It would be better to present a simple 
and realistic analysis of actual processes in the industrial production. 
Die jLbldsung der grundherrlichen Lasten in JfdiUeldeutschland. E. 
litJTOE. An historical account of the freeing of the peasants from 
manorial charges in Central Germany during the middle of the last 
century, with detailed descriptions of the different decrees and 
their effects in Prussia, Westphalia, Erfurt and Saxony. Die 
Neuordnuung der Industrie innerhalb der Organisation der gewer- 
blichen Wirtschaft. E. Baedby. Before March, 1933, there was 
no systematic organisation of industrial association. Membership 
of Employers’ Federations was voluntary, and members could both 
choose what particular organisation to belong to and withdraw at 
will. Other weaknesses were ; no clear definition of the relations 
of individual firms to one another or of their sphere of activity, thus 
leading to duplication, heavy financial burdens unequally dis- 
tributed among members and democratic, parliamentary principles 
of government leading to inefficient operation. Peorganisation 
was brought about with the advent of the new r6gime, and the 
character of the organisations radically altered. 

OoTOBBB, 1935. Heinrich Dietzel. An Obituary Notice. A. Wbbbb. 
Die Ablosung der grundherrlichen Lasten in Mitteldeutschland. F. 
litiTGE. The conclusion of the article in the previous number, 
dealing with the decrees in various Dukedoms and Principalities 
in Saxony, and a final summary describing certain universal 
characteristics of the measures and the effect of the revolutionary 
movement of 1848. Die Neuordnung der Industrie innerhalb der 
Organisation der gewerblichen Wirtschaft. E. Babdey. The 
author, in the concluding article of this series, treats the relation- 
ship between the employers’ associations and the “ Deutsche 
Arbeitsfront ” set up in the Leipzig Decree of March, 1936. He 
then describes the character of the new organisations — the old ones 
having been finally liquidated in June, 1934 : six “ State ” groups, 
one of which, “ Industry,” is divided into seven main groups, each 
of which is divided into “ Economic ” groups, which may be 
further divided and subdivided. He contrasts this organisation 
favotixably with the old one, as eliminating redundance and exer- 
cising a stricter control over individual interests, but criticises the 
effects of the right to appeal, which may delay decisions and their 
execution. Die Frauenarheit. O. Miohalke. A survey with 
statistical illustrations of the number and occupations of women 
working in Germany from 1925 to 1933, showing an increase from 
36 to 39 per cent., and from 1933 to 1935, showing a decrease from 
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over 40 per cent- to about 32 per cent, of men employed. The 
National Socialist policymay be justified ©neither social or economic 
grounds ; it should be their aim so to improve the conditions of 
agricultural and domestic labour that women will no longer wish 
to enter industry- It is advisable to have a reserve of female labour 
to call upon when economic conditions allow it. 

SchmoUer’s Jahrbuch. 

August, 1935. Natiirliche SelbstgenugsamTceit und Geld in der alien 
Bauemwirtschaft. Max Ruscpf. This extract from a book on 
“ Deutsches Bauernleben ” deals with the development and rdle of 
money economy in the life of the German peasant. Examples are 
first given of completely self-sufiScing peasant communities the 
members of which produced enough food, clothing, etc., to satisfy 
their own needs, and where money had little importance, and also 
of estates where peasants were paid in money wages. A detailed 
analysis, with numerous quotations, is made of the peasant’s 
attitude to money — his avaricious tendencies, his annual reckonings, 
the danger of his spending too much on building, and so on. The 
women are generally in control of the purse, which sometimes 
consists of a single fund and sometimes of several stocks of money 
earmarked for different expenditures. Der Universalismus in 
Sozialreform und Oenossenschaftswesen bei V. A . Huber. G. 
Hubbbnagel. An economic and social system may be ordered 
either from the point of view of the individual or of the community, 
Huber wrote in favour of the second or “ universal ” standpoint, 
not of the subjection of the individual to Society, but of the 
promotion of the welfare of the individual as a means to promoting 
the welfare of the community. This could be attained, he said, 
along the path of Evolution, not of Revolution, as in contem- 
porary England, by the State granting freedom of association to 
groups organised on economic {i.e. for consumption purposes) as 
opposed to industrial {i.e. for production purposes) lines. Huber 
was half a centTiry in advance of his time, and his contribution to 
social reform was recognised neither by his Liberal nor his 
Conservative contemporaries. Das Beuilinger List-Archiv. Dr. 
A. Sommer. Bagnar Frischs, “ Neue Verfdhren zur Messung 
des Orenzniitzens.” H. vow Stackelberg. Die pddagogische 
Aufgabe der “ Allgemeinen Steuerlehre.” G. Sohmolders. Since 
the War the “ Science of Einance ” has changed its character, 
and economic theoreticians have been looking for a satisfactory 
basis. Kerschlag in his Introductory Study criticises previous 
theories of taxation as being merely feeble Theories of the 
State and its relation to the individual- But his own book 
lacks system. The author of the article then outlines what, in 
his opinion, are the essentials of a Theory of Taxation. 

Zeitschrift fur Hationalskonomie. 

June, 1935. Die Bedeutung der ProduJctionsperiode fiir die Krisen- 
theorie. H. S. Ellis. Eight different theories of the “ period of 
production ” are examined, Bohm-Bawerk’s measures capital 
intensity, but provides no indication of the length of the process ; 
the same applies to the definition which measures the time required 
to transform capital instruments to suit the new relation of wages 
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and interest. The only satisfactory concept is that it is the 
length of time between the investment of new capital and the 
appearance of the finished consumable goods. This analysis is 
used in order to reconcile the apparently contradictory theses of 
Schumpeter and Hayek. Semerhwngen zwr Kapital- und ZinstTieorie. 
P. Joseph und K. Bode. The authors criticise Bohm-Bawerk’s 
theory of Capital as misrepresenting and exaggerating the import- 
ance of the Time element in production. After tracing the historical 
origin of this misconception, they give a simpler and more realistic 
account of the nature of Capital and Interest. Zur Theorie der 
Produfctionsperiode. O. MoKGENSTEiusr. The scientific theory of 
the period of production cannot be used to measure the length of 
the roundabout means of production which provides no indication 
of where production begins and where it ends. The so-called Law 
of “ Greater Productivity by more roundabout means of produc- 
tion ” is caused by a mathematical chance, and must be replaced 
by the Theory of Costs, which can more easily be reconciled with 
the time element. It is also impossible to calculate the average 
length of the whole or of particular processes of production. 
Zeit und Produktion. R. vo3sr Stbigl. The question of the 
importance of the Time element in the process of production is 
discussed and elaborated further. Wesen und Wege des Finanzaua- 
gleiches. R. PPATJsrDLEit. 

Attoxtst, 1935. Professor Pigou^s TTieory of UnemploymeTit. Redvers 
Opib. Bemerhungen iiher Nvdzen und Kosten. P. H. Knight. 
This is a continuation of an essay in the March issue of the Zeit- 
schrift, giving a new statement of the theory of costs. Starting 
from certain preliminary and methodical questions concerning the 
relation between costs and prices, both static and dynamic, the 
author treats the factors of production and elaborates the ideas of 
“ productive capacity ” and “ economic conduct ” in accordance 
with his own theory. He then discusses certain questions in connec- 
tion with the factor Labour, and concludes with a comparison of 
his own theory with those of Jevons, Marshall and others. Voll- 
Jcommene Voraussicht und wirtschaftliches Qleichgewicht. O. Mor- 
GENSTBRN. The author explodes the idea that in order to establish 
the theory of perfect equilibrium it is necessary first to assume 
perfect foresight. The distinction between a general equilibrium 
characterised by perfect foresight and a monetary equilibrium 
characterised by imperfect foresight is equally untenable. The 
elements of expectation and anticipation introduce greater 
difficulties than has previously been supposed. A distinction is 
made between technical “ foreseeability ” and effective “ foresee- 
ability ” which allows for the notion of risk, and the absurdities of 
perfect foresight are illustrated in the cases of duopoly and perfect 
competition. Finally possible lines for further research are 
indicated. Die Kriseund diedetdsche Handelspolitih, A. Cabiati. 
Forman der Angehotsanpassung und wirtschaftliches Qleichgewicht. 
O. Lange. 

Archiv fur mathematiache Wirtschafts- und Sozialforschung. 

No. 2, 1935. Statistische und mathematiache Betrachtungen iiber einige 
geldliche Ausgleichaprobleme der Verwadtung. F. Bxjrkhardt. 
A discussion of the principles upon which the proceeds of national 
taxation should be distributed among local and provincial author!- 
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ties. The author maintains that partially conflicting tests 
{e.g. tax ^.contributions and population) can be reconciled by 
the method of least squares. tJber den Reziprozitdtssatz der 
Oewinntheorie. A. Bebgbb. An investigation In the mathematics 
of insurance. Die grundliegenden Hypothesen der rveueren Preis- 
analyse. H. v. Stackelbebg. A comparison between the 
formulae used for fitting demand functions by Moore, Schultz, 
Staehle, and LeontieS. Elastizitdt von Angebot und Nachfrage. 
A. Ttmbe. Some new suggestions for fitting demand and supply 
functions; for example, a method of allowing for changes in 
elasticity over time. 

No. 3, 1935. Arbeitszeit und Produhtion (JI). E. Scshbeideb. Er. 
Schneider continues his formal analysis of the effects of changes 
in the working day. The effects of induced changes in capital 
eqtdpment are now allowed for. Der Qeltungsbereich einiger 
neu&rer Schutzzollargwm&rite. O. v. Meeing. A criticism of some 
points in Haberler’s International Trade, with special reference to 
the consequences of imperfect competition. Kosten und Wir- 
kungen der Pehlame in theoretischer Beleuehtung. E. Zeuthen. 
An elaborate diagrammatic analysis of the effects of advertisement 
on the eqTiilibrium of the firm. Er. Zeuthen is rmequalled for 
the amount he can get into two dimensions. Reserve, Sicher- 
heitszuschlag und Selbsibehalt. W. Kokatj. Die Aufnahme von 
Fremdgeld bei Bausparkassen und dessen Einjhtss auf die mittlere 
Wartezeit. C. Lange. 

De Economist. 

May, 1935. Eenige theoretische beschouwingen over de kapitalisatie van 
ondememingen. J. C. M. van Rhbb. In an undertaking, capital 
and initiative are taken as the two productive factors. A dis- 
cussion of the theoretical principles determining the division of the 
product between these. De N ederlandsche bevolking, I. C. A. 
Vekbijn Stxtabt. The first part of a discussion of the census 
return of 31st Eecember, 1930. The birth-rate and the death-rate 
are both slowing down, and so likewise is the rate of increase of 
the population. The writer contemplates a stabilisation of the 
population at about 10 or 11 millions. A detailed analysis of 
population statistics, especially of the birth-rate, from various 
angles is given. 

Jtjnb, 1935. Het conju^ictuwverloop in E-ngeland sedert begin, 1919. 
A. J. W. Renaitd. a detailed statement of the course of wages, 
unemployment, prices, etc., in Great Britain and Ireland since 
1919. De N ederlandsche bevolking, II. C. A. Vebbxtn Stttabt. 
A continuation of the discussion deahng with other aspects of 
population (marriage; age distribution; religion; housing, etc.). 

Qiomale degli Economisti. 

Jtjly, 1935. Sul moviminto dei capitali fra gli Stati Uniti e Vestero nel 
dopoguerra. V. Eomined6. A study of American foreign invest- 
ment since the War. La ripartizione dell’imposta e la legge di 
distribuzzione dei redditi. L. Itossi. A brief note on the influence 
of the distribution of incomes on the burden of taxation on 
different sections of the community. II significato di alcune 
modeme teorie matematiche della dinamica economica. A. Boudin. 
The last of a series of three articles dealing with the apphcation of 
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matlaeraatical raetlaods to dynamic proT^lems of economics. Xlie 
views in particnlar of Amojroso, Klaleki, IFrisclx and. IPanno are 
discnssed. Osse.Tt}Cbz.iorvi b'ulI contrallo d^&l ^r&zzi %rb C^&rrrictrtict, 
IF. IDi Feitizio. Xh.e recent measures adopted by tbe State in 
Germany for restraining price rises in th.e face of increasing cost 
burdens, largely imposed by tbe State itself, bave only been 
snccessfnl bitberto becanse of tbe cnsbion of monopoly profits 
prevailing in tbe past in so many branobes of industry under 
cartel management. Tbe rapid exbanstion of tbese excess profits 
is bbely to canse snob measures soon to impinge on normal profits 
and tbns to present botb indnstry and tbe State witb increasingly 
difiicnlt problems in fntnre. 

A-TJOTTSO?, 1935- La. creaz^ione. d&i. crediti bartcari, A. G.AMm3sro. A 
disonssion of tbe verbal and otber ambignities latent in tbe con- 
troversy over tbe power of tbe banking system to create ” 
credit. Tbe writer argnes tbat tbe view, tbat every credit opened 
by tbe banks necessarily leads to tbe creation of a corresponding 
deposit in tbe sense tbat it forces tbe pnblic nnder all cir- 
cnmstances to grant an eqnivalent credit to tbe banks, is erroneons. 
IBnt be agrees witb tbe view tbat tbe banks bave tbe power to 
create credit in so far as tbey can indnce tbe pnblic to redeposit 
additional fnnds lent by tbe banks. Q'uam.t'ita. econoryhiche, e te^oria. 
carQporcbtivcL. Frofessor !B. Fo^ bolds tbat tbe main objectives of 
tbe Corporative State in Italy in its economic aspect sbonld be : 

{a) to maximise tbe valne (expressed in terms of economic 
welfare and bence only indirectly, and witb nnmerons q[nalifications, 
in terms of xnoney) of tbe normal fiow of tbe national dividend ; 
(6) to minimise tbe valne of tbat fraction of tbe national income 
wbicb may be beld to consist of * privileged ’ incomes ; (c) to 

increase (in comparison witb tbe type of market wbicb is pre- 
dominantly liberalistic) tbat fraction of tbe national income 
wbicb is normally destined for relatively distant ends as against 
tbat part wbicb is normally destined for relatively near ends ; 

(d) to maximise tbo stability of employment, understood in a 
wide sense as an index of stability of economic relations, once 
tbese are in conformity witb tbe requirements of (Or), (6) and (c) ; 

(e) to increase (if and in so far as tbis is not inconsistent witb a 
growth in tbe long rnn of tbe national dividend) tbat fraction of 
tbe national dividend wbicb is appropriated by tbe working 
classes.’’ JEtettifica. A, FnEomuac. 

Inde^oo (Stockholm). 

JxmY, 1935. Inte^rnational Trade, and Jvlonetary Tolicy, IB. 

Axjoijst, 1935. The jljpjprcKtch to JBilateralism. F. HiLOEnnT. 

SEEXEJvmms,, 1935. Ja^an and the 'World IDcona'inio Dejpression. I. 
E. F. Feu^eosb. 
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NEW BOOKS 

British. 

Allen (R. G. D.) and Bowley (A, Xi.)- Bamily Expenditure; a 
Study of its Variations. London : P. S. King & Son, 1935. 8^". 

Pp. viii -f- 145. 9i!?. 

Bagoe (G.), Lxtndbekg (E.) and Svennelson (I.). Wages, Cost of 
Living and National Income in Sweden, 1860—1930. Vol. II. Wages 
in Sweden. Part II. London : P. S. King & Son, 1935. 8^". Pp. 

xix + 393. 

Beach (W. Edwahds). British International Gold Movements 
and Banking Policy, 1881— 1913. Cambridge, Massachusetts : Harvard 
XJniversity Press, 1935. 9". Pp. xiv + 218. 105. 6d. 

Bhabgava (B.). Indigenous Banking in Ancient and Medieval 
India. Bombay : E. B. Taraporevala Sons & Co., 1935. 9". Pp. 

vii 313. Bs. 10. 

Blrnie (Aethter). An Economic History of the British Isles. 
London : Methuen & Co., 1935. 8^". Pp. ix + 391. lOs. 6d. 

Bexfpatjlt (B.). Breakdown : the Collapse of Traditional 
Civilisation. London : Gollanez, 1935. 7". Pp. 288. 7s. 6d. 

Bbight (JoAmsTA). Housewives and Downing Street. London : 
Ivor Nicholson & Watson, 1935. Sf". Pp. 92. 25. 

Britain in Depression — ^A Record of the Trade Depression since 
1929. London : Pitman, 1935. 8^". Pp. viii -h 473. lOs. 6d. 

Bheb (M. C.). Economics for Beginners. London : Routledge, 
1935. 7". Pp. xi + 267. 45. 6d. 

BtTRTON (J. H.). Rates and Taxes. Why Pay too Much ? Lon- 
don : P. S. King & Son, 1935. 8^". Pp. viii -1- 140. 35. 6d. 

Cassbl (G.). On Quantitative Thinking in Economics. Oxford : 
Clarendon Press, 1935. T-J". Pp. vii -|- 181. 65 . 

City oe Chesteb. Abstract of Accounts Year ended 31st March, 
1935. Chester : Taplih & Paddock, 1935. 10". Pp. 238. 

Cole (G. D. H.). The Simple Case for Socialism. London ; 
Gollanez, 1935. 7^". Pp. 288. 5s. 

CoNomY (Violet). Soviet Trade from the Pacific to the Levant. 
Oxford University Press, 1935. 9". Pp. x + 238. IO 5 . 6d. 

Daniels (G. W.) and Campion (H.). The Relative Importance of 
British Export Trade. Special Memorandum no. 41. August, 1935. 
London & Cambridge Economic Service, c/o The London School of 
Economics, Houghton Street, London, W.C. 2. lOf". Pp. 18. 
25. 6d. 

Documents in International Affairs, 1934. Edited by J. W. 
Wheeler-Bennett and S. Heald. Oxford University Press, 1935. 9f". 

Pp. xvi + 546. 255. 

Dtjtt (S. C.). Conflicting Tendencies in Indian Economic Thought. 
Calcutta : Ray-Chowdhury & Co., 1934. 9f ". Rs. 5. Pp. vii -f- 225. 

Edgewobth (Lt.-Col. K. E.). The Price Level. London: Allen & 
Unwin, 1935. 7J-". Pp. 165. 45. 6d. 

PiSHEB (A. G. B.). The Clash of Progress and Security. London : 
Macmillan, 1935. 8f". Pp. xiii + 234. 85 . 6d. 
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TT A-R.-R.Ts (C. Ii>. 'S.). Germany’s Foreign Indebtedness. Oxford 
University Press, 1935. 9f". Pp. 124. 5s. 

TT ACTiiT.T. (S.). A Record of the First Hundred Years of the National 
Provident Institution, 1835—1936. Cambridge University Press, 1935. 
7^". Pp. 98. 

Hoskins (W. G.). Industry, Trade and People in Exeter, 1688— 
1800. Manchester University Press, 1935. 9f-". Pp. 189. 9s. 

Jackman (W. T.). Economic Principles of Transportation. 

Toronto : University of Toronto Press, 1935. 9J". Pp. 891. $5.00. 

Jbwkes (J.) and Guay (E. M.). Wages and Labour in the Lanca- 
shire Cotton Spinning Industry. Manchester University Press, 1935. 
9". Pp. xiv + 222. 8s. 6d. 

KiaNGENDBi!. (F. L>.). Clerical Labour in Britain. London : Martin 
Lawrence, 1935. 8f". Pp. xxii + 117. 3s. 6d. 

Knioht (F. H.). The Ethics of Competition and other Essays. 
London : Allen & Unwin, 1936. 8f". Pp. 363. 12s. 6d. 

Keutch (J. W.). Was Europe a Success? London: Methuen, 
1936. Pp. xvii + 116. 3s. 6d. 

T.asttt (H. j.), Jennings (Ivor) and Robson (W. A.) (Ed.). A 
Century of Municipal Progress, 183^1936. London : Allen & Unwin, 
1935. 9ir". Pp. 511. 21s. 

Lowe (Ur. A.). Economics and Sociology. London : Allen & 
Unwin, 1935. 7^". Pp. 156. 5s. 

Madden (J. T.) and Nadxek. (M.). The International Money 
Markets. London : Pitman, 1936. 9i". Pp. xiii -f- 648. 

Mabk (J.). Analysis of Usury. London : J. M. Uent, 1935. 
8". Pp. 128. . 6s. 

Mabsh; (L. O.). Emplo 3 nnent; Research. Toronto : Oxford Uni- 
versity Press, 1935. 9". Pp. viii -j- 344. 10s. 6d. 

MoiiOTOv(V. M.). Soviet Prosperity. London: Martin Lawrence, 
1935. 7i". Pp. 95. (Paper.) 

Nabain (Beij). Tendencies in Recent Economic Thought. Uni- 
versity of Delhi, 1935. 9^". Pp. 213. 

Obwin (C. S.) and Daeke (W. F.). Back to the Land. London : 
P. S. King & Son, 1936. 8^". Pp. viii + 93. 3s. Qd. 

PajEianagtta (O.). Tariff Policy. Oxford University Press, 1935. 
7J". Pp. 223. 6s. 

Peck (H. W.). Economic Thought and its Institutional Back- 
ground. London : Allen & Unwin, 1935. 8f". Pp. 379. 12s. 6d. 

Ramaohandba Rao (P. R.). Decay of Indian Industries. Bom- 
bay : D. B. Taraporevala Sons & Co., 1936. 7\" . Pp. xi + 150. 

Rs. 2. 

Ramaiya (A.). The Reserve Bank of India Act, 1934, with Notes 
and Comments. Madras : The Law Printing House, 1934. 10". 

Pp. iv + 231. Rs. 6. 

Redd AWAY (W. B.). The Russian Financial System. London : 
Macmillan, 1935. 7\“ . Pp. ix + 105. 6s. 

Royal Institute of International Affairs. Information Department. 
The Economic and Financial Position of Italy. Oxford University 
Press, 1935. 8|-". Pp. vi + 64. 2s. (Paper.) 
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Sabbab (B. K.) Imperial Preference vis-Si-vis "World Economy. 
Calcutta : Ray-Chowdhury & Co., 1934. 9^". Pp. iii + 164. Rs. 5. 

Sbajec (IC. T.). Lectures on the Consequences of Post-War Price 
Changes. University of Uelhi, 1935. 9^". Pp. 251. 

Sblaw (W. A-). Select Tracts and Documents Illustrative of 
English Monetary History, 1626—1730. (Reprint.) London : George 
Harding, 1935. 9". Pp. x -f 214. 21a. 

SmvEBMAN (H. A.). The Substance of Economics. (9th edn.). 
London : Pitman, 1935. 8 ^". Pp. xvii + 336. 6 s. 

Stbachey (John). The Nature of Capitalist Crisis. London : 
Gollancz, 1936. 8 f". Pp. 384. 10s. 6 d. 

The Agricultural Dilemma. Report of an Inquiry organised by 
"Viscount Astor and B. Seebohm Rovmtree. London : P. S. Ring & 
Son, 1935. 81". Pp. xii -f 101. 2 s. 6 d. 

The Institute of Agriculture Year-Book, 1936—1936. Cambridge 
University Press, 1936. 8 f". Pp. 208. 25. Qd. 

Toni) (J. A.). The Science of Prices. Oxford University Press, 
1936. 7|". Pp. xii + 264. 65 . 

Tbigge (A. St. L.). The History of the Canadian Bank of Com- 
merce. Vol. Ill, 1919—30. Toronto : The Canadian Bank of Com- 
merce, 1934. 10". Pp. ix -f- 676. 

Vebotoeb (P.). Land and Ereedom. London : The Hogarth 
Press, 1936. 7^". Pp. 199. 2s. 6d. 

WiCKSEUD (Kntjt). Lectures on Political Economy. Vol. II. 
Money. London : Routledge, 1935. 8 f". Pp. vi + 238. 8 s. Qd. 

A.7nerican. 

Bebnstein (E. M.). Money and the Economic System. Chapel 
Hill : University of North Carolina Press, 1935. 8 f". Pp. xi -f- 516. 

$3.00. 

C h ase (Stttabt). Government in Business. New York: The Mac- 
millan Co., 1936. 8 ". Pp. 297. 8 s. 6 d. 

Davis (H. T.) and Nelson (W. P. C.). Elements of Statistics. 
Principia Press. 10". Pp. xi -f- 424. 17s. 6 d. 

Emeny (Bbooks). The Strategy of Raw Materials. New York : 
The Macmillan Company, 1935. 9J". xiv - 1 - 202 . 12 s. 6 d. 

Essays in Social Economics in Honor of Jessica Blanche Peixotto. 
University of California Press, 1936. 8 f". Pp. 363. 9 s. 

Pelipetti (G.) and Vailb (R. S.). The Economic Effects of the 
N.R.A. Minneapolis : The University of Minnesota Press, 1936. 
9i". Pp. 108. $1.50. (Paper.) 

PiTZGBBALD (D. A.). Livestock under the A. A. A. Washington : 
The Brookings Institution, 1935. 8 ^". Pp. xiii H- 384. $2.50. 

Government Control of the Economic Order. A Round-table 
Discussion. Minneapolis : The University of Minnesota Press. 
Pp. viii 119. 8 s. $1.75. 

Holtzcslaw (H. P.). The Principles of Marketing. New York : 
Crowell Company. 1935. 8 f". Pp. viii -j- 694. $3.76. 

Moulton (H. G.). Income and Economic Progress. Washington 
D.C. The Brookings Institution, 1935. 8 ^". Pp. 191. $2.00. 
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Pebineeich (G. a. D.). The jSTature of Dividends. New York : 
Preinreich, 1935. 9". Pp. xii + 226. 

Rowe (H. B.). Tobacco under the A. A. A. Washington : The 
Brookings Institution, 1935. 8^". Pp. xiii + 317. $2.50. 

TayIiOE (A. E.). The New Deal and Eoreign Trade. New York : 
The Macmihan Co., 1935. 8f". Pp. xii + 301. 12^. Qd. 

Thompson (S. B.). Confederate Purchasing Operations Abroad. 
Chapel TTill : University of North Carolina Press, 1935. 9J". Pp. 

ix + 116. 11s. 6d. 

French. 

OuiiES (P.). Le Probleme du commerce international. Paris : 
Librairie du Recueil Sirey, 1934. Pp. xxiii -f- 483. 

Panaitbsoo (P. N.). Les Contingentements dans les relations 
commerciales avec les pays agricoles. Paris : Sirey, 1935. 10". 

Pp. 37. (Paper.) 

' German. 

Andebsbn (Dr. K.). Die Deutsch-XJngarischen Wirtschafts- 
beziehungen und das Problem ihrer engeren Ausgestaltung. Ham- 
burger wirtschafts- und sozialwissenschaftliche Schriften. Rostock, 
1935. 9". Pp. vl + 136. (Paper.) 

Beaextbe (Dr. W.). Kartell und Konjunktur der Meinungsstreit 
in fiinf Jahrzehnten. Berlin : Carl Heymanns, 1934. 8J". Pp. 

vii + 76. Rm. 3. (Paper.) 

Iappens (W.). Das Problem der Wahrungsstabilisierung. Ros- 
tock : Hinstorffs, 1935. 9". Pp. vii + 199. (Paper.) 

Meetsch (A. H.). Entwicklungsepochen und Entwicklungs- 

tendenzen der Handelsbeziehungen zwischen Deutschland und 
Sudafrika. Hamburg, 1935. 8f". Pp. 71. (Paper.) 

Thttrnwald (R.). Die menschliche Gesellschaft IV : Werden, 
Wandel und Gestaltung von Staat und Kultur. Berlin & Leipzig : 
W. de Gruyter & Co., 1935. lO". Pp. xix + 377. Rm. 22. Vol. 
Ill : Werden, Wandel und Gestaltung der Wirtsohaft. 1932. Pp. 
vii + 248. Rm. 15.30. 

A.ustrian. 

Andeeson (Prof. O. N.). Einfuhrung in die mathematische 
Statistik. Vienna : Verlag Julius Springer, 1935. 9^". Pp. 314. 

Tintnbe (G.). Prices in the Trade Cycle. Vienna : Julius 
Springer, 1936. 11^". Pp. xii + 202. Rm. 23.80. 

Italian. 

De Stebani (A.). L’ordine economico nazionale. Bologna : 
Zanichelli. Pp. 316. 15 1. 

Eanno (M.). Introduzione alio studio della teoria economica del 
corporativismo. Padua : Cedam. Pp. 186. 20 1. 

Gobbi (M.). Element! di economia corporativa. (3rd edn.) 
Milan : Hoepli. Pp. x + 202. 10 1. 

Moetaba (G.). La realtli economica. Padua : Cedam. Pp. 
vi + 394. 40 1. 
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PaXiOMba (G-)- Eq[ixilibrio ecoriomico e moviraeiiti ciclioi secondo 
i d.£tti della sociologia speriraerLtale. Naples : Tov'ene, Ep. viii + ^IS- 
IS 1. 

"Proble mi corporativi del lavoro agricolo nel campo irLtemazsioriale- 
lioine : Arte della Stampa. !Pp. 228. 20 1. 

Tivaroiti (J.)- Compendio di scieriza delle finaruze. (Sth. edit.) 
Bari : Laterza. Bp. xxiv -f- 370. 18 1 . 

XJniversita Cattolica del Sacro Ciiore. Ecoxioraia corporati^v^a. 
Milan : Vita e Bensiero. Bp. 234. 15 1. 

S oa/ridiriCL'via/ri . 

Hecrsobbr (E. E.). Sveriges Elronomiska Historia fran Gustav* 
Vasa. tStockliolm. : Albert Bonniers, 1935. lOJ''. Bp. 265. 15 kr. 

Official JPublicatiorhs . 

Britisbc. 

Customs Tariffs of tbe Colonial Empire. Bart II. Eastern, 
Mediterranean and Bacifio Amending BeafLet No. 2. Bp. 14. 
Bart III. W^est Indies. Amending Leaflet No. 2. Bp. 11. 
H.M. Stationery Office, 1935. Sd. 

Guide to Current Official Statistics of tbe United Kingdom, 
Vol. 13- 1934. London : H.M. Stationery Office, 1935. 9^". 

Bp. 350. Is. 

LbaOXJE OB NATI03SrS. 

Economic Committee : Bemarks on the Bresent Bhase of 
International Economic Relations. Geneva, 1935. 104". Bp. 

52. Is. ed. 

V^orld Economic Survey, 1934—35. London : Allen & Unwin. 
Geneva : League of Nations, 1935. 9-|-". Bp. 310. 6,^. 

World Broduction and Brices, 1925—34. Geneva : League of 
Nations, 1935. lOJ". Bp. 146. 5s. 
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ADVERTISING RECONSIDERED : A Confession of Misgiving. g 

By A. S. J. Baste», M.Com., B.Sc. ^ 

Crown 8 VO. 134 pp. Cloth, 5 s. XX 

The disqtiietiiij^ reflections of an unrepentant individualist on some social and econozxuc con-* 
sequences of the freedom of consumers’ choice. 
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MINES, MACHINES AND MEN. 

By W. D. Stewart, BXitt.(Oxon.). 

Crown 8vo. igz pp. Cloth, 6s. 

This book discusses in a popular way the subject of British Coal Miningr. The author shows how, 
in spite of many improvements in mining* technique, working conditions as a whole are worse to-day 
than at the beginning of this century, and the accident rate highen Also the risk of explosions, though 
decreased in one direction, has, through changed working methods, been intensified in others. 


♦♦ 

♦♦ 

♦♦ 
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♦♦ 

Cloth, 7 s. 6d. ♦♦ 


THE MATERNITY AND CHILD WELFARE MOVEMENT. 

By G, F. McCleary, M.D. (Cantab.), D.P.H, 

Crown 8vo. 233 pp. 

The beginnings, development and present position of the Maternity and Child Welfare Movement, 
which has been so eminently successful in saving the lives of young children, are here described in 
non-technical terms by a pioneer in the Movement. Dr. McCleary includes an account of how the 
State recognition of midwives was secured, and shows how the trial and execution of a notorious baby 
farmer led to measures for the protection of children received for reward. Maternal mortality is dis- 
cussed, and reasons are given for dissenting from the pessimistic views frequently expressed on this 
subject. 

WORLD DISLOCATION AND WORLD RECOVERY: Agri- 
culture as the Touchstone of Economic World Events. 

By Dr. Ir. W. H. C. Knapp. 

Demy 8vo. 212 pp. Cloth, 10 s. 6<i. 

The committee of the International Agricultural Institute at Rome has awarded to this book, 
out of thirty- three competitors* the prize Humber-Marie Jos6 as being the best work on economics of 
international importance* 

In the Press 

INSURANCE AGAINST CREDIT RISKS. 

By Elia M. Shenkman, Ph.D.(Econ,). 

Demy 8vo* 360 pp. Cloth, 15 s. 

The first systematic study of this important subject published in the English language. The 
author deals fully with the theoretical principles and business organisation of private and State 
insurance against credit risks in the foreign trade of seventeen countries in Europe and overseas, 

THE NEW SURVEY OF LONDON LIFE AND LABOUR. 
Volume IX. 


Demy 8vo. About 400 pp. 


Buckram, 17 s. 6d. 


It was at first intended to publish the results of the Survey in eight volumes (i.e., six of text and 
two of maps), but it was found impossible to carry out this plan without making the volumes relating 
to London industries of unwieldy size. It was, therefore, found necessary to extend the industrial 
survey from two to three volumes, thus making the entire series of volumes nine instead of eight. 

The ninth and final volume, which is expected to run to about 400 pages, will present studies 
of various phases of I-ondon life not directly connected with the earning of a livelihood, including 
such matters as clubs and other types of organisations, hobbies, amusements and holidays. It wall 
also treat of the darker side of London life (gambling,drink, sexual delinquency and crime. 


P. S. KING & SON, LIMITED 

14- Great Smith Street, Westminster 
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EST. 1878 

Publishes regularly many exclusive features of 
great value to all interested in economic progress 

THE SAUERBECK-STATIST COMMODITY PRICE INDEX 
THE SHIPPING FREIGHTS INDEX 

{Copyright for the Chamber of Shipping) 

THE GOLD EXCHANGE INDEX 
THE TABULAR APPENDIX 

of Bank Returns, Money Rates, Foreign Exchanges, 
Bankers’ Clearings, Freights, Current Prices of Com- 
modities, Traffic Receipts, etc., etc. 

Detailed Analyses of 

TRADE RETURNS, CAPITAL ISSUES, BANKERS’ MONTHLY 
STATEMENTS AND ALL STATISTICAL MATERIAL 

Essential to the economist 

TERMS OF SUBSCiRIPTION 

INLAND ABROAD 

£1 12s. Od. - - 13 months - - £1 17s. 4d. 

16s. Od. - - 6 months - - 18s. 8d. 

51 CANNON STREET, LONDON, E.C.4, ENGLAND 

iiiniiiiiiniiitiitiiiiiiiniiniiiiiiiiiiiuniiiitiiitiiiiiiiiiiiiiiiiiiiiiiiiiiiniiiiimmiuiaiuiiiiiiuiniiitiiiiiiiiiiiiuuuimitiiiuiiiiiiiuntiiiiiiiiitiiiiiiiiiniiiiiiiiiiiiiutiiiitiim 


The Canadian Journal of 
Economics and Political Science 

The Quarterly Journal of the Canadian Political Science 

Association 

Editors 

C. A, Curtis, H. A. Innis, R. A. MacKay, F. R. Scott, 

Managing Editor 

V. W. Bladen, University of Toronto, Canada. 

Annual subscription - $3.00 

Single copies - - - $1.00 

This Journal publishes articles on the economic, political and 
social problems of Canada and on the general theoretical issues 
raised by these problems. The Journal also contains reviews, 
notes on current Dominion and Provincial Legislation, and on 
Canadian official publications. Each issue will contain a 
bibliography of Canadian Economics. 

Subscriptions nrjay be sent to the publisher 

THE UNIVERSITY OF TORONTO PRESS 

TORONTO, CANADA 
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In its Report on the question of ins\irance of persons engaged in agriculture against 
unemployment the Statutory Committee makes proposals for a scheme with special 
reference to seasonal work and ratios of benefits to contributions. Gmd. 4786. 
Price IS. {is. 4^.). 


House Production, Slum Clearance, etc., England and Wales, to September 30, 1934* 
Ministry of Health. Price 3d. (4^.). 

For the first time a separate volume has been issued reporting the results of the 
Decennial Census relating to Housing of the Population of England and Wales. 
The survey is exceptionally complete, and the 89 pa^es of Statistical Tables are 
prefaced by an introduction of some 60 pages in which the subject is generally 
discussed not only from the point of view of me size and number of separate dwellings, 
but also in relation to the problem of over-crowding. Price 6s. 6d. (6s. lod.). 


In a Supplement to the Board of Trade Journal of 24 January, 1935, a new compila- 
tion of a wholesale price index is described, based upon the Fourth Census of 
Production. Price 6d. (jd.). 

Annual Subscription to the Board of Trade Journal, 30.?. post free. 


The Registrar-General, England and Wales, has now issued the Industry Tables 
based on the Census of England and Wales, 1931. 

The Statistics are classified under some 4,000 separate headings, details of which 
are given in the “ Glassification of Industries ” 4^. 6d. (4s. gd.), now published 
separately. The Statistics analyse in great detail the numbers of men and women 
employed in the manufacturing and other industries of the country. Price 32.?. 6d. 
3 ^-)* 

The Occupation Tables were published in July, 305*. (30J:. Qd.), together with The 
Classification of Occupations,” 12 s. (las. 6d.). These volumes complete a com- 
prehensive statistical picture of the distribution by industry and occupation of the 
entire population of England and Wales. 


This Report by H.M. Senior Trade Commissioner in India and Ceylon (Sir Thomas 
M. Ainscough, C.B.E.) reviews the conditions and prospects of British trade in 
India, analyses the working of the Ottawa trade agreement, and provides a detailed 
examination of the leading import trades. Price 4^. (4^. 4^.). 

The new Indian Tariff effective from i January, 1935, is printed in the Board of 
Trade Journal for 31 January, 1935. Price 6d. (jd.). Annual subscription to the 
Board of Trade Journal^ 30J, post free. 

All prices are net. Those in parentheses include postage. 


LONDON: Adastral House, Kingsway, W.G.2 
EDINBURGH; 120 George Street. CARDIFF: i St. Andrew’s Crescent. 
MANCHESTER: York Street. BELFAST; 80 Chichester Street. 

or through any bookseller. 



THE ECONOMIST 

(E8TABUSHED 1843) 

The World’s Premier Financial Weekly. 


The reliability of its information, the authority of its judgments and the 
complete indejpendence of its editorial policy, have given “ The Economist ” 
a unique position in weekly journalism. 

Its columns include a considered review of money-market happenings and 
of the international monetary position, a survey of economic conditions 
throughout the world by special correspondents in all the principal centres, 
full statistics of Government and public finance, home and overseas bank 
stat^ents, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section. 

Single Copies, ONE SHILLING. Quarterly, 14s. 6d. ; Half-Yearly, £1 9s. 

Yearly, £2 18s. Overseas, £3 Is. per Annum 

OFFICES— 

SBOOWERiE STREET, FLEET STREET, E.C.4 

And of all Booksellers and Newsagents 


JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 

First issued in 1838 
Principal Contents of Part I, 1935. 

UNIVERSITY EDUCATION : ITS RECENT HISTORY AND 
FUNCTION. The Inaugural Address of the President, Professor 
Major Greenwood, D.Sc., F.R.C.P., F.R.S. (With Proceedings.) 

THE LOGIC OF INDUCTIVE INFERENCE. By Professor R. A. 
Fisher, Sc.D., F.R.S. (With Discussion.) 

RECENT ADVANCES IN MATHEMATICAL STATISTICS (1933). 

By J. O. Irwin, D.Sc. 

THE NEW BOARD OF TRADE WHOLESALE PRICES INDEX 
NUMBER. 

Price 716 Annual Subscription (post free) 31/. 

ROYAL STATISTICAL SOCIETY 

9, ADELPHl TERRACE, LONDON, W.C.2 


IV 




MACMILLAN 


ECONOMICS IN PRACTICE : Six Lectures on Current Issues. 

By A , C, Pigou, Professor of Economics in the University of Cambridge. 

About 45. Sd. 

This book contains four lectures on current issues, delivered at the London School of 
Economics in November 1934, together with two others of a similar character previously 
given in Cambridge. Their titles are : An Economist’s Apology — Economy and Waste 
— ^The Balance of Trade — Inflation, Deflation and Reflation — State Action or laissez- 
faire — ^The Economics of Distribution, 

THE ECONOMICS OF STATIONARY STATES. By A. C. PJGOU, 

M.A. About 125. 6d. {April. 

PRINCIPLES OF ECONOMIC PLANNING. By G. D. H, COLE. 6s. 

This book discusses the case for and against a Planned Economy, both in principle and 
with reference to existing conditions in Great Britain. 

The book is written on the assumption that a Planned Economy will be based on the 
fullest possible use of the available productive resources, in order to raise the standard of 
living to the highest possible point. 


STUDIES IN WORLD ECONOMICS. 

Impression. 


By G. D. H. COLE. 


Second 
i^s. 6d. 


THE NEW AMERICA. A Study of President Roosevelt's Recovery 
Programme. By the RT. HON. SIR ARTHUR STEEL-MAITLAND, 
Bart.^ M.P. With 6 Charts. 105. 6d. 

** We have here a piece of work which is of exceptional interest and merit. ... In this 
volume, written in a lucid, not to say brilliant, style, he has given us an account of * the 
New Deal * in which a reliable chronicle of events and acute and judicial comment upon 
them are blended in due proportion.” — The Times. 


THE PLEASURES 

HOROBIN. M.P. 


OF PLANNING. By ian 


MACDONALD 
About 4 s. &d. 


THE EXCHANGE EQUALISATION ACCOUNT. By n. f. hall. 

Senior Lecturer on Political Economy at University College, London. 7 s, 6d. 

** An exceedingly interesting argument on the * Control’s ’ future is contained in a new 
publication of Mr. N. F. Hall,” — Manchester Guardian Commercial. 


THE FUTURE OF GOLD. By Paul einzig. ys.&d. 

“It debates a serious question; it has something to say which is worth while ; it argues 
the case clearly and its conclusions provoke discussion. Holders of gold shares should 
not miss it.” — New Statesman and Nation. 

AN INTRODUCTION TO THE STUDY OF PRICES. By sir 

WALTER T. LAYTON and GEOFFREY CROWTHER. New Edition 
thoroughly revised. Sr. 6d. 

“ A clear presentation of the history of prices over the past hundred years ... In its 
new form it will be indispensable to every serious student of economic statistics.” — New 
Statesman and Nation. 

{All prices are net.) 
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Monetary Policy 
and Economic Stabilisation 

hy ARTHUR D. GAYER, ALA., D.PhiL 

‘ A young English Economist who has played a not inconsiderable 
part in recent events in America as one of the leading members of 
the Columbia Commission on Economic Reconstruction. His 
book is a model of what such a book should be. It is marked through- 
out by level-headed competence ; it maintains a high standard of 
expository skill. Starting with the traditional gold standard, he 
explains post-war changes in its mechanism and in the environ- 
ment in which it has been worked. He proceeds to consider the 
question of the supply of gold and its relation to prices ; the effect 
of gold throughout the crisis; and indeed all the outstanding 
monetary controversies of recent times. ... A work of unusual 
promise.’ — T^e Scotsman. 

8 s. 6 d, net (by post 9s.) 

A. & C. "Black, Etd., y & 6 Soho Square, "London, W.i 


INTERNATIONAL SURVEY OF 
SOCIAL SERVICES 

T here have been many attempts in recent years to make international 
comparisons of the cost of social charges (particularly as an item in 
production costs) in a number of countries. The introductory chapter of 
the volume International Survey of Social Services now pub- 
lished by the International Labour Office (League of Nations) explains 
how it has been foimd that at present such an international comparison is 
impossible and why a limited report is issued instead. 

The volume, however, even with the limitation implied by a definition 
of Social Services,” contains nearly 700 pages. It consists of monographs 
on 24 countries (Australia, Belgium, Bulgaria, Canada, GzechoslovaHa, 
Denmark, Finland, France, Germany, Great Britain and Northern Ireland, 
Hungary, India, Irish Free State, Italy, Japan, Luxemburg, Netherlands, 
Poland, Rumania, Spain, Sweden, Switzerland, Union of South Africa, and 
Yugoslavia). 

Each coimtry is dealt with on similar lines. Population statistics taken from 
the most recent census are first given, and the remainder of the information 
follows under the headings — Social Insurance, Social Assistance, Housing, 
Family Allowances, and Holidays with Pay. Paper Bound: 15 /-. 

All J.L,0. publications, free catalogues, and particulars of forthcoming Reports, etc,, obtainable from: 

LONDON BRANCH 

INTERNATIONAL LABOUR OFFICE 


(LEAGUE OF NATIONS) 

12, VICTORIA STREET, LONDON, 


S.W.i 
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ECONOMICA 

(NEW SERIES) 

ECONOMICA is published quarterly by the Eondon School of Economics 
and Political Science, in February, May, August, and November, and is devoted 
to research in the fields of Economics, Economic History and Statistics, The 
Journal is under the direction of an Editorial Board composed of Sir William 
Beveridge, Professor A. L. Bowley, Professor T. E, Gregory, Professor F, A. 
von Hayek, Professor A. Plant. Professor Eileen Power (Acting Editor), 
Professor Lionel Bobbins (Acting Editor), and Professor A, J. Sargent, with 
Mr. F. W. Paish as Assistant Editor, 

CONTENTS OF FEBRUARY ISSUE, 1935 
A Suggestion for Simplifying the Theory of Money. J. R, Hicks, 

Some Nineteenth-Century Irish Economists. J. G. Smith. 

Market Imperfection and Excess Capacity. N. Kaldor. 

Japan’s Balance of Trade. 5 . Sayers. 

The British Exchange Equalisation Fund. F. W. Paish. 

Monetary Equilibrium and the Price Level in a Progressive Economy. 

Karl Bode and G. Haherler. 

Rejoinder to Drs. Haberler and Bode. R. P. Harrod. 

Fascist Economics. W- Ropke. 

Book Reviews. 

The price of Economica (New Series) is 45. 6d. a number, or 15s. per annum, post 
free. A special rate of 12s. 6d. has, however, been authorised in respect of 
Fellows of the Royal Economic Society. Copies can be obtained on order from 
any bookseller or from The Publications Department at the London School of Economics, 
Houghton Street, W.C.2, to which address all subscriptions and business communications 
should be sent. 


THE 

ECONOMIC RECORD 

The Journal of the Economic Society of Australia 

and New Zealand 

PUBLISHED HALF YEARLY IN JUNE AND DECEMBER 


Contents - - December, 1934- 

Investment Policy in a Progressive Economy. A. G. B. Fisher 

The Schedule of Interest Rates and Investment- L. G. Melville 

The Establishment of Central Banking in New Zealand. A. H. Tocker 

Limited Competition, E. R. Walker 

The Dilemma of Trade Unionism. Lloyd Ross 

Tariff Level Indices. J. G, Crawford 

Grants to States: The Report of the Commonwealth Grants Commission. 

J. B. Brioden 

Report of Monetary Committee, 1934, New Zealand. A. G. B. Fisher 

Single copies y jj. Annual Subscription, los. 

The Economic Record publishes authoritative articles by recognised 
economists on economic, financial, labour and social conditions in 

Australia and New Zealand* 

Subscriptions should be sent to the publisher : 

(Fellows of the Royal Economic Society may subscribe at 6 j. a year, 
payable through that Society) 

The Managing Director, The Melbourne University Press, 
Melbourne, N. 3, Victoria, Australia. 
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=-=l»UBLISHEO BY PITMA N 

A TEXTBOOK OF ECONOMICS 

By W. J. Weston, M.A., B.Sc. 

This book is of considerable value to all students of economics. It enables a 
sound knowledge of economic theory to be absorbed easily by the general reader, 
and at the same time it covers the syllabuses of examinations in Economics 
held by the various professional bodies. The book is extremely systematic in 
treatment, it is written in a very attractive manner, and is up to date, ijr 
460 pages. / /O 

bookseller or direct f pom PITMAN * Pftrkcr St* ■■ KiflgSWSy * LondOlly 


JHoncs Heniem 

Has the Largest Net Sales of any JVeekly Financial Newspaper* 


The Investors* Chronicle's MONTHLY SECURITIES INDEX, covering all sections of the Markets for 
each month-end since 1930, is quoted by BANK and INVESTMENT TRUST CHAIRMEN, at ANNUAL 
SHAREHOLDERS* MEETINGS, to a greater extent than any other index to security values. 

“ OVERSEAS FINANCE ** is a weekly ieatore, reviewing Foreign Exchanges and factors that aSect them. 
A Free Specimen Copy containing the latest Security Index can be obtained by post-card application to 

THE PUBLISHER, 20 BISHOPSGATE, E.G.2 


FREE RECEIPT OF “THE HUMAN FACTOR” Is one of 

the privileges available to Members of the National 
Institute of Industrial Psychology. The minimum annual 
subscription is one pound. 


APPLICATION 
FORM 


TO THE SECRETARY • N.I.I.P. • ALDWYCH HOUSE • ALDWYCH - W.C.2 


/ wish to apply for Membership of the Institute entitling me to : — 

1- Free receipt of “The Human Factor’* each month. 

2. The right to nominate one case a year for vocational guidance at the Institute 
at a reduced fee. 

3- Use of the Institute’s Library, with facilities for borrowing books by post. 

4« Invitations to special lectures, discussions and demonstrations arranged by 
the Institute. 

5- Invitations to visits to factories and institutions. 

6- Attendance, at half the usuai fee, at certain courses given by the Institute in 
conjunction with the London School of Economics. 


/ enclose £. being my subscription for 1935. 

Name Address 


EJ. 
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THE EUGENICS REVIEW 

the Biological Quarterly which the Layman can read 

In the January Number — 

Parentage of Defectives. G. P. Blacker. 

Discussion on German Sterilization Law. 

The Problem of Maternal Mortality. G. H. L. F.Pitt-Rivers. 
Eugenics in Austria. 

and others. 

News, Notes, and many Book Reviews. 

Published Quarterly— January, April, July, and October — at 3s. post free (12s. a 
year). Free to Fellows and Members of the Society. 


THE EUGENICS SOCIETY, 
69 Ecdeston Square, S.W.I. 


MACMILLAN & CO.. 

St. Martin’s Street, W.C.2. 






CENSUS OF PRODUCTION 

Part IV. of the Final Report on the Fourth Census (1930) is now available, price 
95*. (gs. It surveys the Timber, Clay, Building Materials and Building Trades, 

Miscellaneous Trades, Mines and Quarries, Public Utilities and Government Depart- 
ments. Following the form of the earlier parts comparative statistics with 1924 are 
given with a general report on each section. This part concludes the sixrvey of in- 
dividual trades and groups of trades. The earlier parts are — Part III. 8^. (Si*. 6rf,). 
Food, Drink, Tobacco, &c. Part II. (out of print). Iron, Steel, Shipbuilding, 
&c. Part I. ys. {ys, 6d.). Textiles, Leather and Clothing. 

POPULATION CILV«JGES 

The Text volume of the Statistical Review of England and Wales, 1932^ contairjis the 
official commentary on the vital statistics already published in Part I (Medical 
Tables, 6^- {6s. 5</.)) and Part II (Civil Tables, 2s. {2s. 2d.)). There are special sec- 
tions on Deaths, Marriages, Births, Population (estimated). Electors (Parliamentary 
and Local Government), etc. The methods by which estimates of population are 
made are described in some detail. In addition to reviewing the mortality from the 
various causes of death during 1932, the Report contains special studies of the death- 
rates experienced in the years 1930—32 in towns and counties in relation to the 
amount of overcrowding in the districts concerned, their geographical position and 
the annual hours of sunshine they received, these comparisons being made possible 
by the Census. Roy. 8vo. pp. 157. Price 2s. 6d. (25*. 9^.) 

STATISTICS OF THE EMPIRE 

The Sixty- third Number of the Statistical Abstract for the British Empire covers each 
of the ten years, 1924 to 1933. Particulars for two later years have been added since 
the sixty-second number, as well as details for the year 1924- 

Statistics are given separately in respect of (a) British Coimtries, (&) Mandated 
Territories, and (c) Territories under Condominium relating inter alia to ; — 

Money ; Area, Population and Vital Statistics ; Banking and^ Currency Agriculture ; 
Manufacturing Industries ; Trade and Commerce ; Prices ; Finance ; Mineral Produc- 
tion ; Transport and Communication. 

Roy. 8vo, pp. 312 + xvii. Price 5^. (55‘. 4^.) 

INDIA 

The Sixty-sixth Number of the Statistical Abstract for British India and certain 
Indian States covers the period 1922—23 to 1931-32. 

Statistics relating to Indian States have been included where available. The in- 
formation contained in the volume is grouped under some forty headings and it 
includes statistics of: — 

Area and Population; Coinage and Currency; Co-operative Societies; Forests; 
Vital Statistics; Joint Stock Companies; Prices; Factories; Mineral Production; 
Finance; Banks; Agriculture and Land Tenure ; Foreign Trade; Industries. 
Appendices containing the Customs Tariff, Rates of Excise Duty and the com- 
position of the currency are added. 

Roy. 8vo, pp. 890 4 - index pp. 8. Price 13.^. (13.?. 6d.). 
All prices are net. Those in parentheses include postage^ 
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I THE GOLD EXCHANGE INDEX I 

I THE TABULAR APPENDIX | 

I of Bank Returns^ Money Rates, Foreign Exchanges, | 

I Bankers’ Clearings, Fre^hts, Current Prices of Com- j 

I modities. Traffic Receipts, etc., etc. | 

I Detailed Analyses of | 

I TRADE RETURNS, CAPITAL ISSUES, BANKERS’ MONTHLY | 

I STATEMENTS AND ALL STATISTICAL MATERIAL j 

I Essential to the economist | 
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JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 

First issued in 1838 

Principal Contents of Part II, 1935. 

THE UMITS OF INDUSTRIAL EMPLOYMENT; (H) THE IN- 
FLUENCE OF GROWTH OF POPULATION ON THE DEVELOP- 
IV^T OF INDUSTRY. By E. C. Snow, M.A.. D.Sc. (With 
Discussion.) 

ROAD TRANSPORT IN GREAT BRITAIN SINCE THE WAR. By 

K. G, Fenelon, M.A., Ph.D. (With Discussion.) 

WHOLESALE PRICES IN 1934. By The Editor of THE STATIST. 

NUMBER OF CHILDREN IN WORKING-CLASS FAMILIES IN 
LONDON, 1929-30. By A. L. Bowley, Sc.D., F.B.A. 

THOMAS ROBERT MALTHUS. DIED DECEMBER 29, 1834. 

Price 716 Annual Subscription (post free) 31 /- 

ROYAL STATISTICAL SOCIETY 

». ADELPHI TERRACE, LONDON, W.C,2 
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MONEY ; Its Connection with Rising and Falling Prices. 

By Edwin Cannan, late Emeritus Professor of Political Economy in the 

University of London. Kightb ^Edition. 

Crown 8 VO, 140 pp. Cloth, 3 s. 6d. 

The first edition of this book was written in the summer of 1918, and in subsequent 
editions additional matter suggested by recent discussions and events has been added. 
This new edition is more than double the length of the first, and was completely revised 
and brought up to date by Professor Caiman shortly before his death in April of this year. 

THE PRICE OF GOLD; Documents Illustrating the Statutory 
Control through the Bank of England of the Market Price of 
Gold, 1694-1931. 

By I. Shrigley, M,A., Librarian of the Institute of Bankers. With a 

Preface by R. Holland-Martin, C.B. 

Demy 8vo. 120 pp. Cloth, 7 s. 6d. 

The purpose of this collection of rare documents, many of which axe out of print or 
not available to the reading public, is to show the of&cial position of gold as a marketable 
commodity from the Incorporation of the Banlc of England to the Gold Standard 
(Amendment) Act of 1931. The war period is the least tangible and the only one to which 
have been added the few simple notes the book includes. Prices of gold during the whole 
period are here collected together for the first time. 

NATIONALISM AND EDUCATION IN AUSTRALIA: With 
special reference to the State of New South Wales. 

By T. Findlay Mackenzie, Ph.D., Department of Economics, Brooklyn 

College of the City of New York. 

Demy 8vo. 160 pp* Cloth, 8s. 6d. 

CONTENTS ; Purpose of Investigation — Discovery and Development of Australia 
in a Period of National Imperialism — Composition of the Australian Population — Factors 
influencing Education in New South Wales prior to the Act of 1866 — State Educational 
Control as a Centripetal Factor in a Programme of Nascent Nationalism — ^The Educational 
System of New South Wales under State Control : Structure and Operation — Summary 
and Conclusions. 

THE NEW SURVEY OF LONDON LIFE AND LABOUR. 

Volume IX. (Ready about June a^ih.) 

Demy 8vo. 460 pp. Buckram, 17 s. 6d. 

It was at first intended to publish the results of the Suiwey in eight volumes (i.c., six 
of text and two of maps), but it was found impossible to carry out this plan without 
making the volumes relating to London industries of unwieldy size. It was, therefore, 
found necessa^ to extend the industrial survey from two to three volumes, thus making 
the entire series of volumes nine instead of eight. 

The ninth and final volume will present studies of various phases of London life not 
directly connected with the earning of a livelihood, including such matters as clubs 
and other types of organisations, hobbies, amusements and holidays. It will also treat 
of the darker side of London life (gambling, drink, sexual delinquency and crime) - 

In the Press 

FROM PETER THE GREAT TO LENIN : The History of the 
Russian Labour Movement with special reference to Trade 
Unionism. 

By S. P. Turin. 

Demy 8vo. 208 pp. Cloth, 9 s. 

This book deals with the development of the Russian Labour Movement since Peter 
the Great and is based mainly on original Russian sources. The author, who participated 
in the Russian liberation movement, analyses the origin and nature of Soviets, and the 
book contains many documents and materials which have not been published in this 
country and which throw new light on the revolutionary and labour movement in Russia, 
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THE ECONOMIST 

(ESTABLISHED 1843) 

The World*s Premier Financial Weekly. 

The reliability of its information, the authority of its judgments and the 
com]plete independence of its editorial policy, have given “ The Economist ” 
a unique position in weekly journalism. 

Its columns include a considered review of money-market happenings and 
of the international monetary position, a survey of economic conditions 
throughout the world by special correspondents in all the principal centres, 
full statistics of Government and public finance, home and overseas bank 
statements, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section. 


Single Copies, ONE SHILLING. Quarterly, 14s. 6d. ; Half-Yearly, £1 9s. 
Yearly, £2 18s, Overseas, £3 Is. per Annum 


OFFICES— 

8B0UVERIE STREET, FLEET STREET, E.C.4 

And of alt Booksellers and Newsag:ents 


The POLITICAL QUARTERLY 

April^-^Juney 1935 


POLITICAL PARTIES AND THE NEXT ELECTION 

III. The Liberal Appeal 

By F. Kingsley Griffith 

IV. The Outlook of the Socialist League 

By Sir Charles Trevelyan 

FREEDOM OF DISCUSSION AND THE LAW OF LIBEL 

By B- N. Pritt, K-G. 

THE TENNESSEE VALLEY AUTHORITY 
By E. M. Hugh-Jones 

THE TECHNIQUE OF OPPOSITION 
By W. Ivor Jennings 

TEN YEARS OF REPUBLIC IN TURKEY 
By Dr. A. Adnan 

THE CEYLON EXPERIMENT 

By T. Reid, G.M.O. 

Also Surveys and Reviews 


^ohttcal Quarterly is published by Macmillan & Co., Ltd-, St- Martin’s Street, 
^onaon, w.C.a. ^Annual Subscription £i net post free. All communications should 
be addressed to The FoUtUal Quarierlj^ jz Tavistock Square, London, W.C-i- 
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New Edition Gompieteiy Revised end Eniarged— 

PRINCIPLES & PRACTICE OF 

COMMERCE By James Stephenson, M.A., M.Com., D.Sc. 

This outetanding work has been enlarged by more than 250 pages for this new edition. It is 
a scientific study of Commerce as a branch of Applied Economics. It approaches the sub- 
ject in the light of basic principles and illustrates the whole by reference to modem develop- 
ments.^ It is an invaluable textbook for general study and is specially valuable for the 
recognised examinations. It enables all students to see the subject in true perspective and 
to study the entire organisation of business from the directors* board-room down m 
to the packers’ counter. 898 pp. O / O 

or direct from PITMAN - Parker St. - Kingsway - London - W.G.2 


tEhe 

Jraiestous^dUmmicle 6d. 

an^33lon^ JSairktt 

Has the Largest I^et Sales of any Weekly Financial Newspaper* 

The Investors* ChronicIe*s MONTHLY SECURITIES INDEX, covering all sections of the l^rkets for 
each month-end since 1920, Is (quoted by BANK and INVESTAflSNT TRUST CHAIRMEN, at ANNUAL 
SHAREHOLDERS’ MEETINGS, to a greater extent than any other index to security values. 

** OVERSEAS FINANCE ** is a weekly feature, reviewing Foreign Exchanges and factors that affect them. 
A Free Specimen Copy containing the latest Security Index can be obtained by post-cazd application to 

THE PUBLISHER, 20 BISHOPSGATE, E.G.2 


INTERNATIONAL SURVEY OF 
SOCIAL SERVICES 

T here have been many attemi>ts in recent years to make international 
comparisons of the cost of social charges (particularly as an item in 
production costs) in a number of countries. The introductory chapter of 
the volume “ International Survey of Social Services now pub- 
lished by the International Labour Office (League of Nations) explains 
how it has been found that at present such an international comparison is 
impossible and why a limited report is issued^ instead. 

The volume, however, even with the limitation implied by a definition 
of ** Social Services,” contains nearly 700 pages. It consists of monographs 
on 24 countries (Australia, Belgium, Bulgaria, Canada, Czechoslovakia, 
Denmark, Finlana, France, Germany, Great Britain and Northern Ireland, 
Himgary, India, Irish Free State, Italy, Japan, Luxemburg, Netherlands, 
Poland, Rumania, Spain, Sweden, Switzerland, Union of South Africa, and 
Yugoslavia). 

Each coimtry is dealt with on similar lines. Population statistics taken from 
the most recent census are first given, and the remainder of the information 
follows under the headings — Social Insurance, Social Assistance, Housing, 
Family Allowances, and Holidays with Pay. Paper Bound : 15/-. 

All 1 X.. 0 , publieatlo»s,fr*e eatalogue*, andpartiadan of forlkcoming Reports, etc., obtainable from: 

LONDON BRANCH 

INTERNATIONAL LABOUR OFFICE 

(LEAGUE OF NATIONS) 

12, VICTORIA STREET, LONDON, S.W.i 




ECONOMICA 

(NEW SERIES) 

ECONOMICA is published quarterly by the London School of Economics 
and Political Science, in February, May, August, and November, and is devoted 
to research in the fields of Economics, Economic History and Statistics. The 
J oumal is under the direction of an Editorial Board composed of Sir William 
Beveridge, Professor A. L. Bowley, Professor T. E. Gregory, Professor F. A. 
von Hayek, Professor A. Plant, Professor Eileen Power (Acting Editor), 
Professor Lionel Robbins (Acting Editor), and Professor A. J. Sargent, with 
Mr. F. W, Paish as Assistant Editor. 

CONTENTS OF FEBRUARY ISSUE, 1935 
A Suggestion for Simplifying the Theory of Money. /. R, Hicks, 

Some Nineteenth- Century Irish Economists. J, G, Smith, 

Market Imperfection and Excess Capacity. N. Kaldor, 

Japan’s Balance of Trade. R. S, Sayers, 

The British Exchange Equalisation Fund. F. W, Raish, 

Monetary Equilibrium and the Price Level in a Progressive Economy - 

Karl Bode and G, Haberler, 

Rejoinder to Drs. Haberler and Bode. R, F. Harrod. 

Fascist Economics. W, Ropke, 

Book Reviews. 

The price of Economica (New Series) is 4s. Sd. a number » or 155. per annum, post 
free* A special rate of 12 s. 6d. has, however, been authorised in respect of 
Fellows of the Royal Economic Society. Copies can be obtained on order from 
any bookseller or from The Publications Department at the London School of Economics, 
Houghton Street, W,C. 2 , to which address all subscriptions and business communications 
should be sent. 


THE 

ECONOMIC RECORD 

The Journal of the Economic Society of Australia 

and New Zealand 

PUBLISHED HALF YEARLY IN JUNE AND DECEMBER 
Contents - - December, 1934. 

Investment Policy in a Progressive Economy. A. G. B. Fisher 

The Schedule of Interest Rates and Investment. L. G. Melville 

The Establishment of Central Banking in New Zealand. A. H. Tocker 

Limited Competition. E. R. Walker 

The Dilemma of Trade Unionism. Lloyd Ross 

Tariff Level Indices. J. G. Crawford 

Grants to States: The Report of the Commonwealth Grants Commission. 

J. B. Brigden 

Report of Monetary Committee, 1934, New Zealand. A. G. B. Fisher 

Single copies^ 5s. Annual Subscription^ los. 

The Economic Record publishes authoritative articles by recognised 
economists on economic, financial, labour and social conditions in 

Australia and New Zealand. 

Subscriptions should he sent to the publisher : 

(Fellows of the Royal Economic Society may subscribe at 6 s. a year, 
payable through that Society) 

The Managing Director, The Melbourne University Press, 
Melbourne, N. 3, Victoria, Australia. 


vi 






THE SOUTH AFRICAH JOURHAL OF ECONOMICS 

Published Quarterly for the Council of the Economic Society of South 

Africa. 

Joint Editors : S. HERBERT FRANKEL, ROBERT LESLIE. 
Managemeni: G. S. RICHARDS. 

TTi^ South African Journal of Economics is the only Economic Journal fn Southern Africa. It contains 
authoritative articles on theoretical economic questions as well as on African economic, financial and 
commercial afEairs. 

REGBNT IMPORTANT ARTICI.ES 

Witwatersrand Mi ning Policy. The Dominant Factors. (June 1934). 

By J. M. M. Ewing. 

Business Cycles in South Africa, i 9 io-i 933 - (June 1934). 

By Prof. C. G. W. Schumann. 

Safety for Savings. By Prof. E. H. D. Arndt. (September Z934)* 

The Combination of the Factors of Production in Agriculture. (December 1934)* 

By A. P. Van der Post, 

Credit Facilities on the Johannesburg Stock Exchange. (March i 935 )» 

By M. H. Emdon. 

Logical Issues in the Study of Industrial Legislation in the Union. (March 1935)* 

By Prof. W. H. Hutt. 

The South African Journal of Economics is published in March, June, September and December. Each 
number of approximately 120 pages contains Articles, Reviews, Notes and Memoranda, Official 
Publications, Tabulated Official South African Statistics, Recent Periodicals and New Books. 

The Journal and all publications of the Society are sent free to all Members. The Annual Subscription for 
Members is £z x$. Subscriptions to the Journal for non-members are accepted at the same rates, which 
also apply to Library Membership, for which Libraries, Institutions and business firms are eligible. 
Subscriptions to the Journal and orders for single numbers (at 6 s. each) should be addressed to Messrs. 
P. S. King & Son, Ltd. (14, Great Smith Street, Westminster, S.W.x). Applications for Membership 
should be addressed to the Chairman, Board of Management, P.O. Box 33x6, Johannesburg. 


THE EUGENICS REVIEW 

tbe Biological Quarterly tvhich the "Layman can read 
In the January Number — 

Parentage of Defectives, C. P. Blacker. 

Discussion on German Sterilization Law. 

The Problem of Maternal Mortality. G, H. L, F. Pitt-Rivers. 
Eugenics in Austria. 

and others. 

News, Notes, and many Book Reviews. 

Published Quarterly— January, April, July, and October — at 3s. post free (i2s. a 
year). Free to Fellows and Members of the Society. 


<$> — 


THE EUGENICS SOdETY, 
69 Eccleston Square, S*W.1« 


MACMILLAN & CO., 

St. Martin't Streep W.C«2. 
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► “WHY did Cxermany lead the world in the cartelisation of industry ? 

And was the process a peculiar product of German conditions, or a natural and 
necessary stage in the development of industrial organisation throughout the 

World ? 

THESE are the questions answered by Dr HERMANN LEVY’S 

able study 

INDUSTRIAL GERMANY” 

(12s« 6d« net) 

E. H. GARR in THE SU3SDDAY TIMES 

CAMBRIDGE UNIVERSITY PRESS 


The Economic History Review 

Edited by M* M. POSTAN 

Editorial Board : 

Prof. J. H. CLAPHAM, Prof. G. N. CLARK, Miss J. DE L. MANN, Prof. 
E. POWER, A. L. BEDFORD, Prof. R. H. TAWNEY, A. V. JUDGES (Sec.) 


Vol.V. No. 2 


APRIL 1935. 


7s. net. 


The Rise and the Decline of the American Agricultural Interest. D. W. Brogan 
Services and Money Rents in the 13th Century. E. A. Kosminskv 

The Development of the London Food Market, 1540-1640. F. J. Fisher 

Revisions in Economic History : 

a. The Population of England and Wales from the Industrial Revolution 

to the World War. T. H. Marshall 

Short Articles and Memoranda : 

Migration and the Growth of London, 1841-91. (A Statistical Note.) 

H. A. Shannon 

Early Trade Unionism in Scotland. W. H. Marwick 

The Problem of the Records of the Merchant Adventurers. Latitia Lyell 
Studies in Bibliography : 

IV, The Basic” Industries of England, 1850-1914. H. L. Beales 

Published for the Economic History Society by 

A. & C. BLACK, LIMITED, 4 , 5 & 6, SOHO SQUARE, LONDON, W.l 




The Canadian Journal of 
Economics and Political Science 

The Quarterly Journal of the Canadian Political Science 

Association 

Editors 

C. A, Curtis, H. A. Innis, R. A. MacKay, F, R. Scott, 

Managing Editor 

V. W. Bladen, University of Toronto, Canada. 

Annual subscription - $3.00 

Single copies - - - $1.00 

This Journal publishes articles on the economic, political and 
social problems of Canada and on the general theoretical issues 
raised by these problems. The Journal also contains reviews, 
notes on current Dominion and Provincial Legislation, and on 
Canadian official publications. Each issue will contain a 
bibliography of Canadian Economics. 

Subscriptions may be sent to the publisher 

THE UNIVERSITY OF TORONTO PRESS 

TORONTO, CANADA 





Following the reports of investigations into the industrial conditions in certain 
depressed areas (West Cumberland and Haltwhistle, Durham and Tyne-side^ 
South Wales and Monmouthshire) Gmd. 4728, price 3s. 6d. (35- gd.) the Chancellor 
of the Exchequer announced the appointment of special Commissioners with wide 
powers administering a fund of two million pounds to deal with some of the 
problems revealed by the surveys. The following reports have been issued after the 
first six months’ work of the Commissioners : — 

First Report of the Commissioner for Special Areas, England and Wales. 

Cmd. 4957, 2^. (2J. 2d.) 

Report of the Commissioner for Special Areas in Scotland. 

Gmd. 4958, 6d. (jd.) 

industrial ENGLAND 

The Annual Report of the Chief Inspector of Factories and Workshops for the year 
1934 reviews the industrial history of the year and throws light on many current 
developments, particularly those relating to the health and safety of the employee. 

Cmd. 4.021. 2^*. (qs. 2d.) 

CURRENT OFFICIAL STATOTICS 

The Aimual Guide to Current Official Statistics provides not only a complete list 
of Government publications containing statistics, but gives also a detailed alpha- 
betical index to their contents. The volume dealing with statistics issued in 1934 
has just been published. An indispensable reference work. is. (is. 3d.) 



In the ** Proposals of H.M, Government on Sugar Policy,” Cmd. 4964, 2d. (2\d.) 
the Government outline the course of action proposed after consideration of the 
reports of the Inquiry Committee on the Sugar industry (on the desirability of 
continuing the subsidy, etc.) issued in April 1935. Cmd. 4871. 2S. {2s. 2d.). 

UNITED STATES OF AMERICA 

The Report of the Department of Overseas Trade on Economic Conditions in the 
U.S.A. to December, 1934, contains a concise summary of the objectives and methods 
of the National Recovery Administration. 3s. (5^. 3^.). 

AGRICULTURAL POLICY 

Report of the Standard Price Committee. The Committee was charged with the 
duty of considering general economic conditions and the conditions affecting the 
agricultural industry and of reporting as to the desirability of making any alteration 
in the standard price of wheat, &d. {^d.). 

Agricultural Marketing Schemes. Report by the Ministry of Agriculture and 
Fisheries and the Scottish Office upon the operation of agricultural marketing 
schemes in force in 1934 and upon submitted schemes which are not yet in force, 

Cmd. 4913. IS. 6 d. (is. gd.). 

All prices are net. Those in parentheses include postagCm 
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Sitfc Siatist 

EST. 1878 

Publishes regularly many exclusive features of 
great value to all interested in economic progress 

THE SAUERBEOK-STATIST COMMODITY PRICE INDEX 
THE SHIPPING FREIGHTS INDEX 
{Copyright for the Chamber of Shipping) 

THE GOED EXCHANGE INDEX 
THE TABULAR APPENDIX 

of Bank Returns, Money Rates, Foreign Exchanges, 

Bankers* Clearings, Fre^hts, Current Prices of Com- 
modities, Traffic Receipts, etc., etc. 

Detailed Analyses of 

TRADE RETURNS, CAPITAL ISSUES, BANKERS* MONTHLY 
STATEMENTS AND ALL STATISTIGAL MATERIAL 

Essential to the economist 

TERMS OF SUBSCRIPTION 

INLAND ABROAD 

128. Od. - - 12 months - - £1 17s. 4d. 

168. Od. > ^ 6 months - - ISs. 8d. 

51 CANNON STREET, LONDON, E.C.4, ENGLAND 
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JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 

First issued in 1838 


Principal Contents of Part 111, 1935. 


RETAIL TRADE STATISTICS IN DIFFERENT COUNTRIES. By 

Iris Douglas, M.A. (With Discussiotu) 

THE USE AND MISUSE OF ECONOMIC STATISTICS. A Dis- 
cussion opened by Roy Glenday, M.C., M.A. 


MEMORANDUM REGARDING A QUINQUENNIAL CENSUS. 
MEMORANDUM BY THE MANCHESTER STATISTICAL SOCIETY 

AND EXTENSION OF 

OFFICIAL STATISnCS. 

TIME-CORRELATION PROBLEM IN 
REGARD TO TESTS OF SIGNIFICANCE. By M. S. Bartlett. 

MACGREGOR ON ENTERPRISE AND THE TRADE 
CYCLE. By G. F. Todd, M.A., B.Litt., C.A. 


Price 



Annual Subscription (post free) 31/- 


ROYAL STATISTICAL SOCIETY 

9, ADELPHI TERRACE, LONDON, W.C.2 
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MONEY : Its Connexion with Rising and Falling Prices 

By Ebwin Cannan, late Emeritus Professor of Political Economy in the 
University of London. Eighth Edition* 

Crown 8vo. 140 pp. Cloth, 3s* 6d. 

The first edition of this book was written in the summer of 1918, and in subsequent 
editions additional matter suggested by recent discussions and events has been added. 
This new edition is more than double the length of the first, and was completely revised 
and brought up to date by Professor Cannan shortly before his death in April of this year. 


THE INTERNATIONAL BANKS 

By A, S. J. Baster, M.Com., B.Sc. 
Demo 8 VO. 278 pp. 


Cloth, 12 s. 6d* 


A short study of the history and present position of the important and well-defined 
group of London banks operating mainly in foreign countries. The investigation is specially 
concerned with the past activities of these banks as a channel for British capital exports, 
both on long and short term, and it considers the prospects for international banking in the 
future, in face of the growth of economic nationalism since the War. 

SIXTH INTERNATIONAL CONGRESS FOR SCIENTIFIC 
MANAGEMENT : Papers and Discussions. Held in London, 
July I5th-i8th, 1935. 

The papers are published in seven demy quarto volumes and cover the following sub- 


ume containing the Reports of Discussions will not be available until the Autumn. Detailed 
prospectus and list of Contents post free on application. 

The Subscription price to the complete set of seven volumes is £3 3 s. net. 
Individual volumes, 10 s. 6d. net. 


Cloth, 7 s. 6d. ♦♦ 
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FRENCH IMPORT QUOTAS 

By F. A, Haight, M.Sc.(Econ.). 

Demy 8vo. 142 pp. 

Examines the position of France in the Great Depression with particular reference to 
the measure of import restriction employed in her grim determination to protect the 
domestic producer and to defend the franc ; it examines in detail the administration of the 
import quotas, their ejffect upon trade, internal and foreign, and on the French price level. 

THE NEW SURVEY OF LONDON LIFE AND LABOUR. 
Volume IX. Life and Leisure 


Demy 8vo. 460 pp. 


The ninth and final volume presents studies of various phases of London life not 
directly connected with the earning of a livelihood, including such matters as clubs 
and other types of organisations, hobbies, amusements and holidays. It also treats of 
the darker side of London life (gambling, drink, sexual delinquency and crime). 

BRITISH POLICY TOWARDS MOROCCO IN THE AGE OF 
PALMERSTON (1830-61) 

By Francis Rosebro Flournoy, Ph.D. 

Demy 8vo. 288 pp. Cloth, 10 s. 6d. 

Contents : Morocco One Hundred Years Ago— Stakes of Diplomacy in Morocco — The 
Shaping of British Policy Towards Morocco (1830-41) — ^The Peel Administration and the 
Crisis of 1844 — ^The Menace of French Penetration in Morocco (1846-51) — ^The Period of the 
Crimean War— Spanish Wax of 1859-60 — ^Administrative, Economic and Social Problems 
in Morocco, 1857-65 — Conclusion. 
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P. S. KING & SON, LIMITED 

14 Great Smith Street, Westminster 





THE ECONOMIST 

(E8TABU8HEO 1848) 

The World^s Premier Financial Weekly, 

The reliability of its information, the authority of its judgments and_ the 
complete independence of its editorial policy, have given " The Economist ” 
a unique position in weekly journalism. 

Its coliunns include a considered review of money-market happenings and 
of the international monetary position, a survey of econopoic conditions 
throughout the world by special correspondents in all the principal centres, 
fill! statistics of Government and public finance, home and overseas bank 
statements, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section. 

Singlo Copies, ONE SHILLING. Quarterly, 14s. 6d. ; Half-Yearly, £1 9s. 

Yearly, £2 18s. Overseas, £3 is. per Annum 

OFFICES— 

8 BOOVERIE STREET, FLEET STREET, E.C.4 

And of all Booksellers and Newsagents 


ThePOLmCAL QUARTERLY 

July— -September, 1935 


THE OUTLOOK ON THE INDIAN REFORMS 
By the Bt. Hon. Wedgwood Benn 

THE PRESENT INTERNATIONAL SITUATION 
By Hugh Dalton 

THE UNITED STATES AND THE PACIFIC 
By Raymond Leslie Buell 

MR. JUSTICE HOLMES 
By Harold J. Laskl 

FASCISM AND THE CORPORATE STATE 
By Louis R. Frank 

YUGO-SLAVIA SINCE MARSEILLES 

By Blizabeth Wiskemann 

DEMOCRACY AND SOCIALISM IN BRITAIN 
By £. M. Durbin 

THE REFUGEE PROBLEM 
By Bmst Toller 

Also Surveys and Reviews 


The PoJiiieaJ Quarterly is published by Macmuxan & Co., Ltd., St. Martin’s Street, 
London, W.C.z. Annual Subscription ,£1 net post free. All communications should 
be addressed to The ’Political Qftarttrly, 5* Tavistock Square, London, W.C.i. 
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BIBLIOGRAPHY OF ECONOMICS 

1751-1775 

Prepared for the British Academy by HENRY HIGGS. 4.as. net. 

A comprehensive chronological catalogue of the literature of economic interest 
scattered throughout the great libraries has long been needed. _ The present 
volume covers the period which marks the dawn of economic science ^and the 
entries imder each year are grouped imder headings such as Agriculture, 
Shipping, Manufactures, Finance, Transport, etc. 

CAMBRIDGE - UNIVERSITY - PRESS 


New Edition. Completely Revised and Enlarged— 

PRINCIPLES & PRACTICE OF 

COMMERCE By James Stevenson, M.A., M.Com., D.Sc. 

This outstanding work has been enlarged by more than 250 pa^es for this new edition. It is 
a scientific study of Commerce as a branch of Applied Economics. It approaches the sub- 
ject in the light of basic principles and illustrates the whole by reference to modern develop- 
ments- It is an important textbook for general study and is specially valuable for the 
recognised examinations. It enables all students to see the subject in true perspective and 
to study the entire organisation of business from the directors* board-room down n 
to the packers’ counter. 898 pp. O I O 

PITMAN - Parker St. - Kingsway - London - W.C.2 


INTERNATIONAL SURVEY OF 
SOCIAL SERVICES 

T here have been many attemi^ts in recent vears to make international 
comparisons of the cost of social charges (particularly as an item in 
production costs) in a number of countries. The introductory chapter of 
the volume “ International Survey of Social Services now pub- 
lished by the International Labour Oflficc (League of Nations) explains 
how it has been found that at present such an international comparison is 
impossible and why a limited report is issued instead. 

The volume, however, even with the limitation implied by a definition 
of** Social Services,'^’ contains nearly 700 pages. It consists of monographs 
on 24 countries (Australia, Belgium, Biilgaria, Canada, Czechoslovakia, 
Denmark, Finland., France, Germany, Great Britain and Northern Ireland, 
Hungary, India, Irish Free State, Italy, Japan, Luxemburg, Netherlands, 
Poland, Rumania, Spain, Sweden, Switzerland, Union of South Africa, and 
Yugoslavia). 

Each country is dealt with on similar lines. Population statistics taken from 
the most recent census arc first given, and the remainder of the information 
follows under the heading — Social Insurance, Social Assistance, Housing, 
Family Allowances, and Holidays with Pay. Paper Bound : 15 /-* 

AU I,L.O. pt4bliccmons,frda catalogues, and particulars of forthcoming Reports, etc., obtainable from: 

LONDON BRANCH 

INTERNATIONAL LABOUR OFFICE 

(LEAGUE OF NATIONS) 

12, VICTORIA STREET. LONDON, S.W.i 


ECONOMICA 

(NEW SERIES) 

ECONOMICA is publislied quarterly by the London School of Economics 
and Political Science, in February, May, August, and November, and is devoted 
to research in the fields of Economics, Economic History and Statistics* The 
Journal is under the direction of an Editorial Board composed of Sir William 
Beveridge, Professor A. L. Bowley, Professor T. E. Gregory, Professor F. A. 
von Hayek, Professor A. Plant, Professor Eileen Power (Acting Editor), 
Professor Lionel Robbins (Acting Editor), and Professor A* J. Sargent, with 
Mr. F. W. Paish as Assistant Editor. 

CONTENTS OF AUGUST ISSUE, 1935 
The Maintenance of Capital. -F. A, von Hay eh. 

French Monetary Policy and its Critics* Philippe Schwab. 

The Nature of Aggressive Selling. W. H. Hutt* 

The Extent of the London Discount Market in the Middle 

of the Nineteenth Century. W. T. C. King. 

Gold, Unemployment and Capitalism. Charles Rist. 

Book Reviews. 

The price of Economica (New Series) is^s. 6 d. a number^ or 15 s. per annum, post 
free. A special rate of 12s. 6d. has, however, been authorised in respect of 
Fellows of the Royal Economic Society. Copies can be obtained on order from 
any bookseller or from The Publications Department at the London School of Economics, 
Houghton Street, W.C. 2 , to which address all subscriptions and business communications 
should be sent. 


THE 

ECONOMIC RECORD 

The Journal of the Economic Society of Australia 

and New Zealand 

PUBLISHED HALF YEARLY IN JUNE AND DECEMBER 
Contents - - December, 1934. 

Investment Policy in a Progressive Economy. A. G, B. Fisher 

The Schedule of Interest Rates and Investment. L. G. Melville 

The Establishment of Central Banking in New Zealand. A. H. Togker 

Limited Competition, E. R. Walker 

The Dilemma of Trade Unionism. Lloyd Ross 

Tariff Level Indices. J, G. CRAWFOitD 

Grants to States; The Report of the Commonwealth Grants Commission. 

J. B. Brioden 

Report of Monetary Committee, 1934, New Zealand. A. G. B. Fisher 

Single copies^ 55. Annual Subscription^ los. 

The Economic Record ijublishes authoritative articles by recognised 
economists on economic, financial, labour and social conditions in 

Australia and New Zealand. 

Subscriptions should be sent to the publisher : 

(Fellows of the Royal Economic Society may subscribe at 6jr. a year, 
payable through that Society) 

The Managing Director, The Melbourne University Press, 
Melbourne, N. 3, Victoria, Australia. 
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SANKHYA 

INDIAN JOURNAL OF STATISTICS 


annual volume consists of four parts, each of about one hundred quarto 
pages, containing papers read at Meetings of the Indian Statistical Institute, 
with reports of the discussions thereon; also Miscellaneous statistical articles; 
Reviews of statistical and economic books, reports and monographs ; Detailed 
bibliographies of Indian statistical publications, bodi official and non-official; 
Notes on matters of current interest to statisticians and economists in India* 

Free Price for NonrMembers : 

to Annual Subscription 328. (post free)* 

Members. Each part sold separately 9s. (post free). 

London Agents : P. S. King & Son, Ltd., 14 Great Smith Street, S.W.i* 

Annual Membership subscription Rs* 20 (Rupees twenty); open also to 
libraries, institutions and business firms, whether incorporate or not, on the 
same terms. For membership forms and other particiilars, please apply to the 
Honorary Secretary, 

INDIAN STATISTICAL INSTITUTE, 

STATISTICAL LABORATORY, 

PRESIDENCY COLLEGE, CALCUTTA. 


FREE RECEIPT OF “THE HUMAN FACTOR “ is one of 

the privileges available to Members of the National 
Institute of Industrial Psychology. The minimum annual 
subscription is one pound. 


APPLICATION 
FORM 


TO THE SECRETARY • N.l.I.P. • ALDWYCH HOUSE • ALDWYCH • W.C.2 


/ wish to apply for Membership of the institute entitling me to : — 

1. Free receipt of ‘*The Human Factor’* each month. 

2. The right to nominate one case a year for vocational guidance at the Institute 
at a reduced fee. 

3. Use of the lnstitute*s Library, with facilities for borrowing books by post. 

4. Invitations to special lectures, discussions and demonstrations arranged by 
the Institute. 

5. Invitations to visits to factories and institutions. 

6. Attendance, at half the usual fee, at certain courses given by the Institute In 
conjunction with the London School of Economics. 


/ enclose £ being my subscription for 7935. 

Name.. Address 

EJ 
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HeDieni 

lias the Largest Net Sates of any Weekly Financial Newspaper^ 

The Jnvtstors* Chroniels*s MONTHLY SECURITIES INDEX, covering all sections of the Markets for 
each month-end since ig^o. Is quoted by BANK and INVESTMENT TRUST CHAIRMEN, at ANNUAL 
SHAREHOLDERS’ MEETINGS, to a greater extent than any other index to security values. 

•« OVERSEAS PINANGE ** Is a weekly feature, reviewing Foreign Exchanges and factors that affect them. 

A Free Specimen Copy containing the latest Security Index can be obtained by post-card appUcatton to 
THE PtTBUSHER, 20 BISHOPSGATE, E.G.2 


The Economic History Review 

Edited by M. M. POSTAN 

Editorial Board : 

Prof. J. H. Clapham, Prof. G. N. Clark, Miss J. de L. Mann, Prof. E. 
Power, A. L. Redford, Prof. R. H. Tawney, A. V. Judges (Secretary). 

Vol. V. No. 3. OCTOBER 1935. 7s. net. 

The Contents will include : 

A Century of Migration J. Hawgood. 

Assarting and the Growth of the Open Fields T. A. M. Bishop. 

Sir Edward Coke and the Rise of Economic Individualism D. O. Wagner. 

London Population in the Late Seventeenth Century P. E. Jones and A. V. Judges. 
Revisions in Economic History : 

III. Bookland and Folkland T. F. T. Plucknett. 

Short Articles and Memoranda : 

The Genoese Bankers in the Thirteenth Century By Margaret Hall 

Adam Smith at Downing Street, 1766-7 W. R. Scott. 

Rural Unemployment in Southern England, 1815-34 N. Gash. 

The Sources for a History of Wages M. Walker. 

Recent publications on the Economic History of England J. de L. Mann. 

Recent publications on the Economic History of France Henri See. 

Reviews and short notices by J. H. Clapham, Conrad Gill, Leland H. Jenks, R. 
Lennard, Gino Luzzato, Eileen Power, R- H. Tawney and others. 

Published for the Economic History Society by 
A. & G. BLACK, LIMITED, 4, 5 & 6, SOHO SQUARE, LONDON, W-1 
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REPORT ON THE 


IMPORT DUTIES ACT INQUERYf 1933 

Under the Import Duties Act 1932 provision was made for the Board of Trade to 
review the effects it might have had on industry by the collection of statistical returns. 
The Board has now issued Part I of such an inquiry relating to the year 1 933 and 
dealing with the following trades : — 

Textiles (15 trades). 

Leather and Clothing (6 trades). 

Food (5 trades). 

Chemical and Allied Trades (9 trades). 

And certain Miscellaneous Trades (9 trades including rubber, 
fancy articles, linoleum, games and toys, sports requisites). 

The volume provides figures on output and employment, etc., for 1933, constructed 
on the same basis as the Census of Production for 1930, which are given for coni- 
parison. Data are also given showing the share of the Home Market held by British 
goods in each of the two years. The inquiry constitutes the first statistical review 
of the industrial position that has been carried out since the general change that 
took place in 1932 in the tariff policy of the United Kingdom. 5^. (5^, 4^/.) 

THE COEONIAT EMPIRE 

The Economic Survey of the Colonial Empire for the year 1933 is now available. 
It contains a series of surveys of the area, population, occupations, resources and 
general economic position in the British non-self-governing Colonies, etc. In a 
separate section a series of memoranda are provided on the various important 
commodities and raw materials produced in the Colonial Empire. 25 j. (25^*. 7d,) 

SPECIAL AREAS 

The activities of the two Commissioners appointed to deal with certain depressed 
areas in England and Wales and in Scotland are recorded in two recent reports: 
Report for England and Wales, Cmd. 4957^ 25 *. (25*. 2d.), Scotland, Cmd. 4958. 
6 d. (jd.) 

The report of the Commissioner for England and Wales comments in some detail 
upon the many problems and difficulties already encountered in the work of pro- 
moting the welfare of these depressed areas. An earlier report by three investigators 
on “ Economic Conditions and Health in Sunderland and County Durham dealt 
with the alleged “ substantial and progressive deterioration in public health ’’ in 
certain areas. Cmd. 4886, gd. (lod.) 

OEEICIAL STATISTICS 

Volume 13 of the Annual Guide to Current Official Statistics relates to the official 
publications containing statistics bearing on a wide range of subjects and briefly 
describes the nature of the statistics contained in the volumes to which reference is 
made. 15. (ijr. ^d.) 


All prices are net. Those in parentheses include postage 


HIS MAJESTY'S STATIONERY OFFICE 


LONDON, W.G.2 : Adastral House, Kingsway 
EDINBURGH s: lao George Street CARDIFF: i St. Andrew’s Crescent 
MANCHESTER i: York Street BELFAST: 8o Chichester Street 


or through any bookseller 


iiin miiMnMliyi li nni lllinimiimillllWM^ 


0Miat 

EST. 1878 

Publishes regularly many exclusive features of 
great value to all interested in economic progress 

THE SAUERBEGK-STATIST COMMODITY PRICE INDEX 
THE SHIPPING FREIGHTS INDEX 

[Copyright for the Chamber of Shipping) 

THE GOLD EXCHANGE INDEX 
THE TABULAR APPENDIX 

of Bank Returns, Money Rates, Foreign Exchanges, 
Bankers’ Clearings, Freights, Current Prices of Com- 
modities, Traffic Receipts, etc., etc. 

Detailed Analyses of 

TRADE RETURNS, CAPITAL ISSUES, BANKERS* MONTHLY 
STATEMENTS AND ALL STATISTICAL MATERIAL 

Essential to the economist 

TERMS OF SUBSCRIPTION 

INLAND ABROAD 

fit 12s. Od. - - 12 montlis . - I7s. 4d. 

16s. Od. . - 6 months - - 18s. Sd. 

51 CANNON STREET, LONDON, E.C. 4 , ENGLAND 


JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 

First isstted in 1838 

Principal Contents of Part IV, 1935. 

THE LABOUR BILL AND OUTPUT ON ARABLE FARMS. By 

R. McG. Carslaw and P. E. Graves. (With Discussion.) 

THE COURSE OF WAGE RATES IN THE UNITED KINGDOM, 
1921-1934. By E. C. Ramsbottom, O.B.E. (With Discussion.) 

MISCELLANEA : On the Law of Returns in a Growing Industrial 
Economy. (Observations on the IVth Census of Industry and Handi- 
crafts, 1933 . . . Palestine.) By Kurt Grunwald. 

ANNUAL REPORT OF THE COUNCIL. 

OBITUARY : Sir Basil Blackett; Wynnard Hooper. 

Price 7/6 Annual Subscription (post free) 31 /- 

ROYAL STATISTICAL SOCIETY 

9, ADELPHl TERRACE, LONDON, W.C.2 
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FAMILY EXPENDITURE : A Study of its Variation 

By R. G. D. Allkn, M.A., and A. L, BowLEY, Sc.D. 

Demy 8vo. i6o pp. 9 s. 

Wliile much attention has been given, in relation to Index-numbers of the Cost of Living and for 
other purposes, to average expenditure of different classes of the population, there has hitherto been little 
or no study of the great variattons within a class. This book is an attempt to fill this gap in knowledge, 
and to relate the whole to the mathematical theory of Economics. Incidentally Engel’s Laws of 5ie 
relation of expenditure to income are given precise formulation. 


THE FUNDAMENTALS OF MONEY 

By Henry Houston. 

Demy 8vo. 240 pp. Cloth, 10 s. 

Gives an accoimt of the theoretical problems connected with money that have arisen with the develop- 
ment of financial institutions. Although orthodox in treatment, the book is critical of some established 
opinions and formulates a simple but original theory of prices. 


GO-OPERATION AND THE NEW AGRICULTURAL POLICY 

By The Horace Plunkett Foundation. 

Demy 8vo. 144 pp. Cloth, 5 s. 

Co-operators like Horace Plunkett sought to bring order into agricultural business by voluntary 
association. Now, in almost every country the State is stepping in to control, subsidise and regiment. 
In Great Britain the new pohcy has at least a democratic basis. Whether or not Marketing Boards are 
a new name for co-operation, can they be judged successful by economic standards ? In this book, an 
attempt is made to survey the existing evidence. 


THE THEORY OF MONETARY POLICY with special reference 
to the relation between interest rates and prices 

By Bhalchandra P. Adarkar, Professor of Economics at the Benares 
Hindu University. 

Demy 8vo. i 5 o pp. Cloth, 7 s. 6d. 

This book deals with the Applied Theory of Money, discussing mainly the pivotal problems of the 
Interest-Prices Relationsliip, the Natural Rate of Interest and the Ends of Monetary Policy. In this 
connection the author critically examines the interest-rate concepts of Fisher, Cassel, Wicksell, Keynes 
and Hayek among others, and arrives at interesting conclusions as to the theory and practice of Modem 
Banking. 


Stockholm Fconomic Studies by writers connected with the Institute for 
Social Sciences, Stockholm University. 

No. 3b. WAGES IN SWEDEN 1860-1930 

Part Two : Government and Municipal Services, Agriculture and 
Forestry, The General Movement of Wages in Sweden 1860-1930. 

By the Staff of the Institute for Social Sciences, University of Stockholm. 
With Numerous Maps, Charts and Statistical Tables. 

Demy 8vo. 413 pp. Cloth, 15 s. 

No. 4. STUDIES OF DIFFERENTIAL FERTILITY IN SWEDEN 

By Kaul Arvid Hdin and Edward P. Hutchinson. 

Demy Svo. 116 pp. Cloth, 7 s. 6d. 


P. s. KING & SON, LIMITED 

14 Great Smith Street, Westminster 
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THE ECONOMIST 

(ESTABUSHED 1843) 

The World’s Premier Financial Weekly. 

The reliability of its information, the authority of its judgments and the 
complete independence of its editorial policy, have given “ The Economist ” 
a unique position in weekly joumalisrn. 

Its columns include a considered review of money-market happenings and 
of the international monetary position, a survey of economic conditions 
throughout the world by special correspondents in all the principal centres, 
foil statistics of Government and public finance, home and overseas bank 
statements, bullion movements, foreign exchange and money rates and a 
special Stock Exchange and investment section. 


Single Copies, ONE SHILLING. Quarterly, 14s. 6d. ; Half-Yearly, £1 93. 
Yearly, £2 18s. Overseas, £3 is. per Annum 


OFFICES— 

8 BOOVERIE STREET, FLEET STREET, E.G.4 

And of all Booksellers and Newsagents 


The POLITICAL QUARTERLY 

October-^Decemhery 1935 
contains five articles dealing with 

THE FUTURE of the B.B.C. & BROADCASTING : 


BERNARD SHAW 
W. A. ROBSON 
HILDA MATHESON 
A LISTENER 
IVOR THOMAS 


The Telltale Microphone 
The B.B.C. as an Institution 
The Record of the B.B.C. 
The B.B.C. and Music 
Systems of Broadcasting 


Other Articles : 

A Policy for the Depressed Areas by Henry A. Mess 
Chants of Progress by G. D. H. Cole 

The Peasant & Soviet Agriculture by Sir John Maynard 


At all Booksellers 
Annual Subscription 


Published by Macmillan Ssf Co. 

Price 5$. 






UNIVERSITY OF LONDON 


The Senate invite applications for the University Chair of Statistics 
tenable at the London School of Economics. Salary £j,ooo a year. 

Applications (12 copies) must be received not later than first post on 
31st January 1936, by the 

Academic Registrar, University of London, S.W, 7, 
from whom further particulars should be obtained. 


THE JOURNAL OF 
POLITICAL ECONOMY 

Edited by Jacob Viner and Frank H. Knight 

Professors of Economy, The University of Chicago 

Founded in 1893, the Journal of Political Economy has constantly presented in its 
pages discussions of national and international current issues. Its scope is the whole 
held of economics ; its interest lies especially in questions which are attracting con- 
temporary attention and which involve fundamental and enduring issues. 

Important articles in early issues : 

SAVING, INVESTMENT AND CRISIS. By Walter Egle. 

DEVALUATION OF THE DOLLAR IN RELATION TO EXPORTS 
AND IMPORTS. By Arthur R. Upgren. 

THE ARGENTINE GRAIN BOARD. By Simon G. Hanson. 
Published bi-monthly. Subscription 25s. (post free). 

THE UNIVERSITY OF CHICAGO PRESS 

Agents in Great Britain : 

CAMBRIDGE UNIVERSITY PRESS 

Fetter Lane, London, E.C.4 


An Authoritative Record of British 
industries since 19 ZB 

BRITAIN IN DEPRESSION 

This book is issued under the auspices of the British Association. It is a conn- 
plete chronicle, based on innumerable official and unofficial records, of all the 
widespread and rapid changes which have taken place in British Industries since 
the onset of the depression in 1929, All business men and students I A //L 
of Economics should read this book. -473 pages. IvyO net 

PITWIAN - Parker Street - Kingsway - W.C.2 




SANKHYA 

INDIAN JOURNAL OF STATISTICS 


*^HE annual volume consists of four parts, each of about one hundred quarto 
pages, containing papers read at Meetings of the Indian Statistical Institute, 
with reports of the discussions thereon ; also Miscellaneous statistical articles ; 
Reviews of statistical and economic books, reports and monographs; Detailed 
bibliographies of Indian statistical publications, both official and non-official ; 
Notes on matters of current interest to statisticians and economists in India. 

Free Price for Jsfon-Members : 

to Annual Subscription 32s. (post free). 

Members. Each part sold separately 9s. (post free). 

London Agents : P. S. King Son, Ltd., 14 Great Smith Street, S.W.i. 

Annual Membership subscription Rs. 20 (Rupees twenty;; open also to 
libraries, institutions and business firms, whether incorporated or not, on the 
same terms. For membership forms and other particulars, please apply to the 
Honorary Secretary, 

INDIAN STATISTICAL INSTITUTE, 

STATISTICAL LABORATORY, 

PRESIDENCY COLLEGE, CALCUTTA. 


FREE RECEIPT OF “THE HUMAN FACTOR” is one of 
the privileges available to Members of the National 
Institute of Industrial Psychology. The minimum annual 
subscription is one pound. 


APPLICATION 
FORM 


TO THE SECRETARY • N.I.I.P. • ALDWYCH HOUSE • ALDWYCH • W.C.2 


/ wish to apply for Membership of the institute entitling me to : — 

1- Free receipt of *‘The Human Factor*' each month. 

2. The right to nominate one case a year for vocational guidance at the Institute 
at a reduced fee. 

3- Use of the Institute’s Library, with facilities for borrowing books by post, 

4. Invitations to special lectures, discussions and demonstrations arranged by 
the Institute. 

5. Invitations to visits to factories and institutions, 

6. Attendance, at half the usual fee, at certain courses given by the Institute in 
conjunction with the London School of Economics. 


/ enclose £ being my subscription for 1936. 

Name A d dress. 


EJ. 
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Published Quarterly for the Council of the Economic Society of South 

Africa, 

Joint Editors : S. HERBERT FR ANKEL, ROBERT LESLIE. 
Management C. S. RICHARDS. 

The South African Journal of Economics is the only Economic Journal in Southern Africa. It contains 
authoritative articles on theoretical economic questions as well as on African economic, jOboancial and 
commercial affairs. 


RECENT IMPORTANT ARTICLES 


Credit Facilities on the Johannesburg Stock Exchange. (March 1935 )* 

By M. H, Emdon. 

Company Promotion in South Africa, 1933 to 1934. A Preliminary and Statistical Survey. 

By Prof. C. S. Richards. 

The Gold Mining Industry and the Gold Standard (June i 935 )« 

By A. J. Limebeer. 
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